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Let’s Stop Kicking Business Around 


IMPLICATIONS OF THE 5 C DECISIONS 
By LOWELL B. MASON, Federal Trade Commissioner, Washington, D. C. 


Delivered before a Convocation of The American Hardware Manufacturers Association, The National Wholesale 
Hardware Association and The National Association of Sheet Metal Distributors, 
Atlantic City, New Jersey, October 19, 1948 


R. Chairman and Fellow Law Violators: When I 

address you thus, I realize that perhaps there are 

some people in this room who are not engaged in 
commerce as defined in the Federal Trade Commission Act, 
so | should change my greeting to “Mr. Chairman, Fellow 
Lv Violators, and all manufacturers and wholesalers who 
do not sell their products across state lines.” 

It is also vaguely conceivable that somewhere, somebody 
is even engaged in interstate commerce who does not sell 
his products on a delivered price basis, or who does not 
absorb freight, or who does not deliver his goods on a zone 
basis or who does not give quantity discounts set up merely 
on historic custom. In other words, if you don’t do any 
of these things in your business, then you are not a law 
violator, and you have my solemn assurance that in my 
opinion the Federal Trade Commission will not sue you 
under the recent rulings in the 5 C cases. 

I'll explain to you a little later what I mean by the 5 C 
cases. But first let me say that in the past three years I 
have talked to many businessmen, or law violators. These 
terms today are practically synonymous, considering the 
number of Federal rulings affecting business which are not 
understood and which are therefore being constantly violated. 

These so-called law violators or businessmen (take your 
choice) are the men and the sons of the men who helped 
make America the greatest free nation in the world. And 
but a short time ago these industrialists turned out the 
fighting tools which made it possible for our armed forces 
to keep it so. 

Of all business groups, this one, composed of manufac- 
turers and distributors of hardware and sheet metal, is 
one of the most important and most considerate I have 
addressed—important because, as James H. McGraw has 
said, “From bitter experience we know that national security 
depends first and foremost on the capacity and readiness of 
our industry equipment.” 


That applies to your operations. With 60 percent of 
our tools over ten years old and an estimated 60 billion 
backlog in equipment, we have to recognize the importance 
of hardware products in the economy and defense of our 
country. 

As for your personal consideration and courtesy, well, 
let’s look at the record, as Al Smith would say. I come 
here as your guest. Most of you are reasonably successful 
businessmen. This is no oratorical praise. People who are 
not successful have neither the time, the money nor the 
inclination to devote their attention to the general welfare 
of their industry. It is my sincere belief that the organized 
good in industry as exemplified by trade association work 
is what keeps economic democracy alive in our country. 

At any rate I came here as your guest. You paid my 
railroad fare and when I get through speaking, the X Club 
is going to buy me a lunch. And yet with all of this hospi- 
tality, here is a bureaucrat who starts out his address by 
calling names. “Mr. Chairman and Fellow Law Violators.” 

I don’t know why it is. As soon as a person gets on the 
Federal Trade Commission, he starts calling businessmen 
names. On the other hand, here is one pleasant bit of in- 
formation I bring you. I’m here today because | am think- 
ing of making a special prize offer to every member of the 
Hardware Manufacturers Association, the Hardware Whole- 
salers Association and the National Association of Sheet 
Metal Distributors. This offer is limited to the officers, 
stockholders, employees, next of kin and friends of members 
of these three outstanding organizations. 

My contest is modeled after the give-away programs on 
the radio. You know the kind that makes you a present of 
a refrigerator, a trip to Europe, all the soap you need for 
life and $10,000 tax free if you “guess who.” 

But my contest has got that backed off the boards for 
interest! excitement! danger! and for the munificence of 
my awards! 
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First I thought I would offer you a combination refriger- 
ator and deep freeze, twice as much soap as your face could 
stand and $20,000 a year forever—even after you were dead. 

But I’ve got a prize that beats that a mile. All you have 
to do is guess the name of a certain hardware manufacturer 
I have in mind. You don’t have to send in any box tops. 
Just finish off a four line jingle. The first two lines I[’ll 
read, and then you write a letter to Lowell B. Mason, Fed- 
eral Trade Commissioner, Washington 25, D. C., giving the 
name of this hardware manufacturer. | shall describe him 
by a series of ten statements. 

But, first, as to the prizes I want to offer. This requires 
a little explaining, because the prizes are really more com- 
plicated than the contest itself. 

As I indicated at the beginning of my talk, practically 
every businessman in the United States engaged in inter- 
state commerce can be sued by the Federal ‘Trade Commis- 
sion. This condition has existed for the past 34 years. 
But the Federal Trade Commission has been in ignorance 
of its tremendous powers until just a little while ago; in 
fact, only since the decisions in the 5 C cases I spoke about 
earlier. 

We are like the old lady who sued her boy friend for 
slander 34 years after he called her a hippopotamus. The 
judge asked her why she didn’t sue him “way back when”. 

“T just found out yesterday what a hippopotamus looked 
like,”’ she replied, “‘and he can’t do that to me.” 

So the Federal Trade Commission just found out yester- 
day what the courts would let us do to you businessmen 
under the 5 C cases. 

Just what can we do to you? 

Well, the implications of the 5 C cases as approved by 
the Circuit or Supreme Courts are such as to make the Fed- 
eral Trade Commission the most powerful concentration of 
bureaucratic power over business in the world. I’m not 
going to bere you with analyzing how the law in these 5 C 
cases gives us this power. I am here to run a prize con- 
test, not to read law to you. You must bear in mind I was 
not on the Federal Trade Commission when the original 
orders were entered in the 5 C cases. So who am I to 
criticize what my colleagues have done? 

A friend of mine once uttered a prayer: “Deliver us 
from the deadly danger of denying to those who disagree 
with us the attributes of rightness and reasonableness that 
we so easily arrogate to ourselves.” 

With this prayer sounding in my heart I am proud to 
claim with my fellow workers in the Commission a common 
purpose in our service to the country. That common pur- 
pose is to maintain free competitive enterprise in our nation. 

And no attack on these 5 C decisions can ever be predi- 
cated on any lack of loyalty to this common purpose by the 
members and staff of the Federal Trade Commission. 

Nor is it necessary for me to disagree with the legal 
logic of the 5 C decisions in order to condemn with all my 
strength the complete subjugation of industry to the dic- 
tatorial power these decisions give Government. 

Perhaps these 5 C decisions are not as remote and fussily 
futile in their bearing on the actualities of industrial life 
as appears from the fact that nobody obeys them. Perhaps 
our judiciary clock is not wrong, and the charge may not 
be true that the faster we turn out cease and desist orders, 
the greater our bureaucratic error increases. These ques- 
tions are now in the hands of Congress which is the only 
place they can be decided. 

So long as there is nothing right now we can do about 
these 5 C decisions, let’s get on with my prize “guess who” 
contest. But, on the other hand, as the prize I am offering 
has to do with these cases, I’ll have to tell you very briefly 
what these 5 C cases mean. 


They mean there are lots of things you are now doing 
that we can smite you hip and thigh for doing. To begin 
with, freight absorption is out. By that I mean that it 
will be a violation of the law merchant for anyone to use 
a systematic pricing system which allows him to pay the 
freight out of his own pocket in order to sell in a competi- 
tor’s territory. This doesn’t say that a hardware sales- 
man can’t make an off-the-cuff bid in a specific case to meet 
a competitor’s price, but a producer or a distributor selling 
hundreds of hardware items and employing many salesmen 
is in no position to let each one of his individual salesmen 
free lance on his own pricing structure. So let me give 
you a direct answer on this point. 

Freight absorption is out! 

And this goes for pins and needles on up. For I know 
of no accepted doctrine in this country which applies the 
law to one person or one commodity and not to others. 

The pattern of law is a universal pattern, and to justify 
a law on the basis that it will not or cannot be equally 
applied, is of itself a confession of weakness and exposes 
men to government by accident or lottery. For the power 
to pick whom shall be sued also carries with it the power 
to pick whom shall not be sued. 

Zone prices are out. Zone prices are necessarily part of 
an individual pricing system. By their very nature they en- 
tail price discriminations which, when inaugurated through 
systematic pricing, create a situation banned by the 5 C 
decisions. 

It may be urged that my statement of the taw is too 
broad, that freight absorption and zone prices and even 
individual universal delivered price systems are not banned 
unless there is a probability of a tendency to restrain trade. 
These words are too tenuous for anyone to grasp. In my 
opinion, anyone who uses freight absorption, zone prices 
or an individual universal delivered price system, or relies 
on a quantity discount rate established merely by trade 
custom, operates under the shadow of illegality and cer- 
tainly is taking a calculated risk. 

Maybe there are some folks who don’t want to know the 
truth about these 5 C decisions. Maybe they will say Lowell 
Mason is wrong in his interpretation of the law. So for the 
benefit of those who wish to check with their lawyers about 
these cases I shall give you the citations on the decisions 
I am talking about. 

The 5 C’s stand for Federal Trade and Court decisions 
involving these five commodities: 

Cement 

Conduit 

Crepe 

Corn 

Calt (Spell salt with a c—it’s easy to remember.) 
And here’s a jingle that makes it easier: 


“Cement, Conduit, Crepe, Corn and Calt 
Every business call a halt 
Dum de dum de dum 
Dum de dum de dum.” 


(You send in the last two lines to that verse and I'll 
give you a bound copy of our annual report for 1914 if 
there are any left.) 

The chances are your own attorney has already studied 
the 5 C decisions. Maybe he has written a pamphlet or de- 
livered a symposium on the subject—almost all of the big 
lawyers in the country have. And certainly he has read 
what Dun & Bradstreet’s, Kiplinger’s or some of the other 
important business analysts have said about the 5 C cases. 

Take for instance the Research Institute of America. 
Their report is made up only for their own subscribers so 
maybe I shouldn’t quote them. But what I am going to 
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quote, from their quotation, is only their quotation quoting 
me. So I guess that cancels it out all right. 
Anyway, this is what they say: 

“Few businessmen realize the full impact of the prob- 
lem. With the broad interpretation given to the Robin- 
son-Patman Act by the FTC and the Supreme Court, 
the shadow of illegality falls over the pricing practices 
of nearly 120,000 business firms. . . . Here is an estimate 
furnished to Congress by one member of the FTC”: 


‘Then follows a list of industries, including the following: 

“Iron, steel and products 

Nonferrous metals and their products. . 

Electric machinery and equipment 

Machinery, except transport equipment 
and electrical 

‘Transportation equipment, except auto- 
mobiles 

Orher manufacturing 


All, othe: 3,050 


“In addition, the pricing practices of 36,762 com- 
panies in the wholesale trade are estimated to be of 
doubttul legality.” 


6,719 companies 
2,518 x 
1,942 . 


6,387 


manufacturers 


Now have your attorney follow that up by reading the 
speech of Senator Homer Capehart, head of the Industry 
Practices Committee of the U. S. Senate. This Committee 
is investigating what the 5 C decisions do for or to the pub- 
lic welfare. 

If you want further factual information, read the state- 
ment of William Simon, Counsel for the Senate Committee, 
who candidly and forthrightly discussed some of the eco 
nomic problems posed by these 5 C decisions. 

But | am getting away from my prize contest! Until 
you Manufacturers and distributors have a chance to rush 
home and talk to your lawyers, you had better take my 
word for it that the Federal Trade Commission can sue and 
probably get a cease and desist order against every company 
represented here. 

The trouble is, there are also another 120,000 business- 
men doing the same things you are doing. 

Now at the rate of 120 cease and desist orders a year, 
you can see it will take about a thousand years to get to 
your name if it is at the bottom of the pile. 

That’s what the folks say who don’t want the Congress 
to mess around with the 5 C decisions. ‘They would like 
these decisions to stand. They say, “Don’t worry, boys. 
That fellow Mason is trying to scare you. You know we 
can’t sue everybody. We just want to quietly establish a 
few precedents and stick them away on a back shelf for 
“come the revolution.” 

“Don’t write your Congressman. 

“Don’t call on your Senators. 

“Don’t show up at the Capehart Committee and shoot 
your mouth off. 

“Forget it!” 

And the 5 C decisions will stand unless you get your Con- 
gressmen and Senators to do something. Because here are 
the pari-mutuel odds as to whether the Federal Trade Com- 
mission, the Circuit Court of Appeals or the Supreme Court 
will change their present positions. 

Counting the 61 votes in the 5 C cases cast for sustaining 
the present interpretation of the law merchant as well as 
the 7 dissents, you find it is practically a 10 to 1 cinch for 
holding the line “as is.””* 

With the law staying this way, you can see what a won- 
derful prize it would be in this “guess who” contest today 
if we could fix it so Uncle Sam would stop your competitor 
from absorbing freight, allowing quantity discounts and 


making zone prices and at the same time put your name at 
the bottom of the pile so you weren’t sued for a thousand 
years. 

I have already proposed to Senator Capehart’s Commit- 
tee that if we are to continue our present hit and miss sys- 
tem of prosecutions, we should put every businessman’s 
name in a glass bowl on the roof of the Federal Trade Com- 
mission and draw lots to. see who should be sued. This at 
least would do away with any chance of favoritism. 

But wouldn’t it be much more sporting if we gave all 
businessmen a chance to enter into a guessing contest and 
let the first prize have his name go to the bottom of the 
pile of those to be sued, and let the second prize winner put 
his competitor’s name at the top. 

So get ready for the “guess who” contest. 

Here are the ten statements describing this hardware 
manufacturer. You name him! But let us have no coach- 
ing from the audience! 

1. He is a good and loyal citizen of the United States. 

2. He gives employment to 100 fellow workers. They 
form an important part in the social, religious and economic 
life of the community where the plant is located. Most of 
them own their own homes. 

3. At the time the Federal Trade Commission was born 
in 1914, this man was paying shop wages of 35¢ an hour. 
Today he pays $1.56 and up per hour. 

+. At the time the Federal Trade Commission was born, 
he was buying his gray iron castings used in a certain prod- 
uct for 254¢ per pound. Today he pays 10%¢ a pound 
for the same material. 

5. When the Federal Trade Commission was born, this 
man used machines in his shop costing $500 each. Today 
the machinery he uses in his production costs him $15,000 
each. In 1914 his building cost $2.10 per square foot to 
erect. ‘Today the same building costs $7 per square foot. 

6. From the standpoint of service to the public and the 
consumer, in 1914 this plant produced a certain piece of 
hardware selling for $2.81. With the increased benefit to 
labor and in spite of the additional cost of raw materials, 
this company now sells that same piece of hardware, (only 
greatly improved,) for 6¢ less per item than what it charged 
in 1914. 

7. During the period I have been talking about, this 
small hardware company helped support our Government 
to the tune of a million dollars in taxes. 

8. With a record of no labor trouble and a generous 
support of all charitable and community projects, it can be 
well said that— 

9. This type of an industrial operation forms the foun- 
dation-stone of our nation. 

Now there is 9/10 of my 
company. If the description 
and its value to our country 
more power to the hardware 


description of this hardware 
of this plant’s social utility 
fits most of you, then I say 
industry and more power to 
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those who distribute your products, for this is what makes 
America great. 

But unfortunately, there is one more identification | must 
give this hardware manufacturer. 

10. Looked at from the windows of the Federal Trade 
Commission in Washington, I see this man delivers his 
products to his wholesale distributors free of freight. In 
other words, he makes less money selling to a wholesaler in 
Seattle than he makes off his wholesaler in the Bronx. 

Looking through the bilious telescope of the Federal 
Trade Commission I further see he gives certain quantity 
discounts without relation to cost, because his father and 
grandfather gave them, and I also see him meeting the com- 
petition of his business rivals by matching their prices. This 
man is evil. We must sue him. We must smite him with 
the jawbone of a cease and desist order. Not because he is 
injuring competition; not because he is violating the Sher- 
man Law; not because he is conspiring to fix prices, but be- 
cause there is a possibility that he might tend to hurt a 
competitor. 

Now this last description will really put you off the track 
because it could apply to any one of a hundred thousand 
businessmen. This is like asking you to guess which straw 
in a haystack I am thinking of. 

Perhaps instead of asking you to think of the name of 
one hardware manufacturer, I should ask you to think of 
our country. Perhaps I should ask you not to say, “What 
do these 5 C decisions do to me?” but rather, “What do 
they do to America?” 

Do you want to substitute Government meddling for pri- 
vate individual judgment in the management of your busi- 
ness? 

Do you wart -o throw out the window our judicial tradi- 
tions inherited from our forefathers which held all men 
innocent until proven guilty? 

Do you want to ratify the European concept as indi- 
cated in the 5 C decisions that once the Government charges 
you with violating the law, it’s up to you to prove your 
innocence ? 

Or do you join me in parting company with those who 
claim Government must take over the management of the 
minute details of every business, as these 5 C cases indicate? 

And will you join me in parting company with those who 
think virtue comes only from Government? 

Perhaps the word-jugglers and syntax-hunters can find a 
flaw in my sketchy description of the 5 C decisions. If so, 
let them enjoy their “meticulosities.” Down in their hearts 
they know I am right. 





If I have introduced hilarity and ridicule in my attack on 
the present method of bringing a reign of law to industry— 

If I have kidded and joked about giving the prizes of im- 
munity to you and the burden of prosecutions to your busi- 
ness rivals— 

My apparent flippancy is but the cry of a man who sees 
internal decay ahead of us in ovr present course, and | 
would joke to keep up our spirits. For you and I can see 
that the greatest bureaucratic tyranny often has its begin- 
nings in the hidden precedents of technical and obscure 
cases. 

Can it come from the hidden but certain precedents estab- 
lished in these 5 C cases? Can it come because businessmen 
do not heed the remonstrances of us who cry out against 
them ? 

It may come because people tolerate with complacence 
the upsurge of authority which governmental agencies 
quietly accumulate, even though, lacking personnel, the 
Government does not apply the whip to all for the present. 

Professor John Jewkes of Manchester, England, carries 
in the foreword of his new book “Ordeal by Planning” this 
warning from a newspaper sold on the streets of London a 
hundred years ago: 

“The greatest tyranny has the smallest beginnings. 
From precedents overlooked, from renonstrances despised 
* * * springs the tyrannical usage which generations of 
wise and good men may hereafter perceive and lament and 
resist in vain. * * * Let it alone and it stands on record. 
The country has allowed it and when it is at last pro- 
voked to a late indignation it finds itself gagged with the 
record of its own ill compulsion.” 


Just what are we to do here in America? Here are three 
suggestions : 

1. I shall file recommendations in the Annual Report of 
the Federal Trade Commission to Congress next January 
bearing on this problem. 

If they are not approved by my colleagues, they will go 
in as a minority report as they went in last year. I hope 
you and your attorneys will study those recommendations. 

2. The Hoover Commission on Reorganization of the 
Executive Branch of the Governmert will make a report 
to Congress before January 13, 1949. 

I hope you will study that, too. 

3. Let the Capehart Committee know your views on the 
5 C decisions during its November and December hearing 
in Washington. 

Need I say more? 


The Federal Trade Commission and 
American Business 


FUTURE RELATIONS 


By WALTER B. WOODEN, Associate General Counsel, Federal Trade Commission 


Delivered before the 300th Regular Meeting of the National Industrial Conference Board, 
New York, N. Y., November 23, 1948 


into the realms of prophecy. During the current 


Ti exposition of my subject requires an excursion 


month we have seen a dramatic demonstration of the 
perils of prophecy. Scripture does not enlighten us as to 
whether the authentic prophets of ancient Israel ever had 
ruddy complexions but recent observation convinces me that 
red faces are a characteristic of present day broadcasters 





who aspire to be forecasters. So I run the same risk when 
I join their ranks and deal publicly with such a subject as 
the one on which | have been invited to speak. Anyone 
who attempts to lift the veil of the future concerning a 
matter of this social importance encounters an iron curtain 
of imponderable and baffling texture. He may think he is 
right from the beginning, he may be acclaimed as right in 
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the end, but for the time being he is right in the middle. 
However, whether as individuals or as a nation or as a 
social and economic system, that is our common lot because 
the crowding events of our past impinging upon our hopes 
or plans for the future have a familiar facility for putting 
each of us at any given moment right in the middle. Now 
after this briet flight into the philosophic stratosphere, I 
shall get to my subject. First | must say, however, that my 
address cannot be taken as the equivalent of an official state- 
ment by the Commission. At most it can only be said that 
the Commission sees no reason why I should not give this 
expression of my personal views. 

| assume that events of the recent past, by which I mean 
recent decisions of the Supreme Court sustaining the Com- 
mission’s action in the so-called basing point cases, have in- 
creased the interest in the future relations between the 
Commission and business. But the future relations between 
the Federal ‘Trade Commission and American business can 
not be discussed realistically without consideration of their 
past and present relations. The cynic says that the only 
lesson of history is that men are not guided by the lessons 
of history. But the voice of recorded experience is the only 
available guide in the task which my subject has imposed 
upon me, 

‘The Federal Trade Commission was established by act 
of Congress as an agency to supplement and implement 
the public policy reflected by the Sherman Anti-trust Act. 
‘The Sherman Act was passed by a Republican administra- 
tion in 1890. Another Republican administration set up 
the Bureau of Corporations in 1903 to aid the President 
in enforcing the Sherman Act. That Bureau was the fore- 
runner and became the nucleus of the Federal Trade Com- 
mission, The Federal Trade Commission Act, making the 
Commission responsible to Congress and not to the Presi- 
dent, was passed by a Democratic administration in 1914. 
Not more than three of the five commissioners can be of 
the same political party. So the Commission has now func- 
tioned for nearly 35 years on a bi-partisan basis with Con- 
gress conferring upon it new duties from time to time but 
without detraction from its original duty of assisting in the 
preservation of an economy of free enterprise. That duty 
has from the beginning been pursued along the two main 
lines specified by Congress in the original statute. One of 
those duties is similar to the work of the Bureau of Cor- 
porations, in that it is authorized to make general investi- 
gations of monopolistic trends and conditions and unfair 
practices. It reports the results of such studies to Congress 
tor its guidance in legislation and to the public for its un- 
derstanding of the facts. Such reports have provided the 
seed bed of such important legislation as the Securities and 
Exchange Commission Act, the Public Utilities Holding 
Company Act, the amended Federal Power Commission Act 
and the Natural Gas Act. Thus the Commission’s exposure 
of dishonest, fraudulent and monopolistic conditions and 
practices has extended into areas beyond those in which it 
has been given any corrective or remedial powers. There is 
every reason why the Commission should be called upon in 
the future to exercise similar fact-finding functions. 

For years the Commission has been reporting to Congress 
the facts concerning the rapidly proceeding concentration 
of economic power through corporate mergers and acqui- 
sitions. It has pointed out its helplessness to give any reme- 
dial relief because of judicial decisions which had virtually 
nullified the remedial powers which Congress originally 
conferred upon it by statute. Bills have been introduced 
and even reported out of Committee with bi-partisan sup- 
port to reinvigorate the statute. The Temporary National 
Economic Committee even recommended that approval in 





advance by the Commission be required for corporate merg- 
ers and acquisitions of substantial importance. What Con- 
gress does with the matter will determine what the future 
relations between American business and the Commission 
will be in this segment of our economic life. Last July the 
Commission reported to the 80th Congress the up-to-date 
facts regarding the accelerating pace of corporate consoli- 
dations and concentration of ownership. The report showed 
that the outstanding characteristic of the current merger 
movement has been the absorption of smaller independent 
enterprises by larger concerns and that the 78 largest manu- 
facturing corporations had sufficient net working capital 
to buy up the assets of some 50,000 manufacturing cor- 
porations each having less than $1 million in assets, and 
that this represented more than 90% of all the manufac- 
turing corporations of the country. —The Commission warned 
that unless this growth in concentration were checked the 
giant corporations would ultimately take over the country 
or the government would have to intervene with some form 
of direct regulation. In either event as the Commission 
said “collectivism will have triumphed over free enterprise 
and the theory of competition will have been. relegated to 
the limbo of well-intentioned but ineffective ideals.” 

A definite choice must be made. As Judge Learned Hand 
said in the Aluminum case, “it is possible, because of its 
indirect social or moral effect, to prefer a system of small 
producers, each dependent for his success upon his own 
skill and character, to one in which the great mass of those 
engaged must accept the direction of a few.” Upon the 
choice to be made will depend very much the nature of the 
future relations between the Federal Trade Commission 
and American business. 

From its establishment in 1914 the Commission has had 
and has frequently exercised its remedial powers to order 
the cessation of unfair methods of competition, competi- 
tively injurious price discrimination and other forms of 
monopolistic practice. Its orders can issue only after an 
adversary proceeding against particular parties and there 
is opportunity for review by the courts that may carry all 
the way to the Supreme Court. A tremendous amount of 
legal precedent has been established, bringing an increasing 
number of specific trade practices within the inhibitions of 
the law. But all of them come within the general scope 
laid down by the Supreme Court in 1920 as being either 
deceptive, fraudulent, oppressive, or contrary to public 
policy because having a dangerous tendency unduly to hin- 
der competition or to create monopoly. The Commission’s 
jurisdiction to order the cessation of price-fixing conspira- 
cies was confirmed by the Supreme Court more than 20 
years ago. Since then it has issued orders to cease and de- 
sist in hundreds of such cases and in every such case that 
was reviewed by the courts the findings of the Commission 
that such a conspiracy existed were held to have been sus- 
tained by substantial and convincing evidence. Not infre- 
quently the courts have commended us for the thorough- 
ness of our work in this type of case. Until it had won its 
most complete victory by a 6 to 1 decision of the Supreme 
Court last April in the Cement Institute case there was 
every reason to suppose that the Commission would be able 
to continue its performance of its established function of 
protecting the public against price-fixing conspiracies. After 
that decision, many organized industrial groups which for 
some reason thought the decision threatened the legality of 
their own systems of identical or matched delivered prices 
made representations to the 80th Congress that they could 
not live under the law of the Cement case. Hearings are 
now going on before a Senate sub-committee to ascertain 
the impact on the entire economy of the decision that the 
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basing point system as used in the cement industry is a col- 
lusive price-fixing device and involves unlawful price dis- 
crimination. Evidently there is considerable pressure to the 
effect that some form of legislative relief is necessary from 
the rigors of the law against price-fixing as the Commission 
and the Supreme Court have construed it. The future 
relations between the Commission and American business 
will depend in no small measure on whether the law re- 
mains as the Supreme Court has declared it in the Cement 
case or whether Congress will soften or cancel it. I pose as 
no prophet on the outcome but the basic nature of the issue 
is manifest. It is an issue which goes beyond legal con- 
siderations. It cuts deeply into the economic status of 
our system of free competitive enterprise. It calls either for 
a reaffirmation or a reversal of fundamental public policy. 

The practically universal agreement that physical decen- 
tralization of industry is desirable as a defense against bomb- 
ing attacks has apparently induced each side of the basing 
point controversy to claim that its position promotes de- 
centralization while that of the opposing side promotes in- 
creasing centralization. The industries which the basing 
point practice has not, to say the least, prevented from be- 
coming the most centralized now urge that it must be 
preserved if centralization in those industries is to be halted 
or reversed. It is obvious that the physical decentralization 
of productive facilities could be accomplished through the 
development of local independent enterprises. The price 
discrimination reflected in the basing point practice and 
condemned by the Supreme Court operates to discourage 
that development. “he physical decentralization of pro- 
ductive facilities could also be accomplished through the 
erection of branch plants by the presently dominant con- 
cerns in an industry. The collusively employed basing point 
practice enables them to avoid such physical decentraliza- 
tion by supplying distant regions on a freight absorption 
basis. In any event one thing is certain. The future rela- 
tions between the Federal Trade Commission and business 
will be greatly affected by the nature and degree of de- 
centralization which may lie ahead. 

If there is any validity to the economic theory of price 
determination in free competitive markets and of the rela- 
tion between monopolistic pricing methods and _ inflation, 
the present state of affairs is a classic example. Unless the 
Commission and the Supreme Court both are wrong, it 
would appear that some substantial part of the inflated 
prices and profits of some basic industries today is the re- 
flection of a pricing method that frustrates competition in 
price and creates a monopolistic price structure. Week by 
week the signs multiply that a crisis is approaching. Sales 
decline, inventories mount, production recedes, and un- 
employment rears its ugly head. In industry after industry 
the whole vicious pattern of the early 30’s begins again to 
take form in efforts to bolster up a tottering non-competitive 
price structure. Such efforts of course merely add fuel to 
the flames. If because of them or in spite of such efforts 
there comes another economic collapse with mass unemploy- 
ment and misery in the midst of potential plenty, the 
monopolistic devices and practices which the Commission 
has exposed and challenged will not be guiltless. 

If another such collapse occurs we may reasonably ex- 
pect a demand for another N.R.A. program in which the 
whole power of the government would again be mustered 
to restore monopolistic price levels. Again there may be 
prescribed as a panacea for our economic ills the hair of 
the dog that bit us. Under the N.R.A. codes industry was 
allowed to write its own ticket. What had formerly been 
unlawful under the anti-trust laws became lawful. Exemp- 
tions from prosecution under the anti-trust laws were ex- 





tended to every approved code industry. What had formerly 
been unfair methods of competition were legalized. What 
had formerly been fair competition became unfair in these 
so-called codes of fair competition. Violation of these busi- 
ness codes was made a violation of the law and the Fed- 
eral Trade Commission was authorized to prosecute such 
violations. In short, Congress delegated the regulation of 
inter-state commerce to organized private business and the 
codes became the law of the land. I do not see how it is 
possible for Congress to cancel the effect of the Supreme 
Court’s decision in the Cement case without permitting 
industry to adopt in substance the program and philosophy 
of N.R.A. Free enterprise probably could survive another 
war or another depression. A more severe test is whether 
it could survive another N.R.A. Whatever may be the 
future relations between the Federal Trade Commission 
and American business, I hope they will never again in- 
volve the anomalous unrealistic relations that existed be- 
tween them during N.R.A. 

The philosophy that generated N.R.A. is not dead. It is 
seriously proposed to extend the Commission’s long-estab- 
lished trade practice conference procedure so that subject 
to Commission approval organized industries may adopt 
such rules of fair competition as they desire and receive 
exemption from the anti-trust laws. It is even suggested 
that voluntary agreements among businessmen to define 
their obligations under the anti-trust laws are preferable to 
determinations thereof through the administrative and 
judicial process. Voluntary mass observance of their obli- 
gations as defined by themselves is said to be superior to 
piece-meal enforcement by the government against particular 
offenders. The theory is that what men will not do indi- 
vidually under legal compulsion they would gladly do in 
the mass if that compulsion were removed. To my way 
of thinking that way of thinking is juvenile. It is lilliputian 
logic that would produce anarchism in law and chaos in 
commerce. The present situation resulting from the Cement 
decision does not disclose any mad mass rush toward volun- 
tary observance of the law as the Supreme Court has an- 
nounced it. 

The future relations between the Commission and Ameri- 
can business may depend in the last analysis on whether 
business itself wants to preserve the competitive system as 
the Commission and the courts have defined it or whether 
it would prefer an increasing amount of governmental regu- 
lation on the theory that private business has become a 
public utility. How long such regulation would last before 
it developed into government ownership is anybody’s guess. 
Regulating the rates of a natural monopoly like a public 
utility would be child’s play compared to regulating the 
prices of a commodity produced by efficient as well as 
inefficient producers. It is one thing for impersonal com- 
petitive forces to impose the death sentence upon concerns 
which can not survive the competitive struggle. In practice 
it would be a wholly different thing for a government 
agency to do so. The subsidizing of inefficiency and exces- 
sive investment which is inherent in every non-competitive 
private price structure would be accentuated. There would 
be a self-defeating effort to establish a price structure con- 
taining special privileges for all with the result that super- 
special privileges would accrue to some. 

If we are to concede that commodity prices shall no 
longer be held amenable to competitive influences, we face 
an alternative that was well described in 1936 by General 
Wm. J. Donovan, former Assistant Attorney General in 
charge of anti-trust cases and leading counsel for the Cement 
Institute before the Supreme Court. The historical parallel 
is striking for he was speaking of then pending proposals to 



























































































est eatatarnditinade, eons Cth aie SERA 
















































































































































































136 





Vital Speeches of the Day 





amend the Sherman Act so as to cancel the effect of certain 
decisions of the Supreme Court. He said: 


In approaching the question whether these decisions 
show a need for substantive revision of our anti-trust laws, 
we must first determine a fundamental question: What is 
our objective in Government? Is it Governmental opera- 
tion, management, and control of business, or is it to 
preserve wad maintain the competitive system under a law 
designed to protect the public and industry from the 
abuses of that system? ‘hose who would remove the 
inhibitions of existing law must recognize that the alterna- 
tive is not between the Sherman Act on the one hand and 
regulation of industry by industry on the other. The 
alternative is between the continuance of the competitive 
system as a proper safeguard to the public and the closest 
supervision and control of industry by the Government. 
The self-interest of business in such matters would often 
be antagonistic to the interest of the public as a whole. 
The recent experience under the N.R.A. shows the abuses 
that may arise by vesting in business the power of self- 
regulation without at the same time providing for 
adequate and capable supervision and control by a Govern- 
mental agency. 


What happens when legislators become convinced that 
competitive forces can no longer be relied upon to control 
inflation and create a reasonable price structure? Senator 
O'Mahoney and Representative Mansfield introduced a bill 
during the special session of Congress last July reciting 
that “a few giant corporations have control over the pro- 
duction, the distribution, and the price of basic commodities 
upon which all American economy depends.” The bill pro- 
vided that in any industry where five or fewer companies 
produce 30% or more of the output prices could not be 
increased without a public hearing before the Federal Trade 
Commission, the Attorney General and the Secretary of 
Commerce. While it is not proposed to give these public 
officials the power to veto the proposed price increases, the 
theory is that justification must be publicly shown in ad- 
vance. He who can accurately predict what Congress will 
do with such a proposal can predict with far greater cer- 
tainty than I can what the future relations of the Commis- 
sion with American business will be. And it would be only 

short additional step to the setting of maximum prices. 
For that there is not only the recent precedent of O.P.A. 
but there has been in the Robinson-Patman Act since 1936 
a provision that the Federal Trade Commission may after 
hearing establish the maximum quantities for which dis- 
counts may be given w here it finds that available purchasers 
in greater quantities are so few as to create unjust dis- 
crimination or promote monopoly. That provision was aimed 
against price discrimination in favor of big buyers. Despite 
the frequent assumption that the Commission is an irrespon- 
sible bureaucracy grasping for all the power within its reach 
and more, the Commission has not exercised that power. 
However, powerful organized groups of small buyers are 
now pressing the Commission to invoke in their behalf this 
statutory power which has lain unused for 12 years. He 
who can predict with any assurance the outcome of such a 
situation can predict much better than I can the future 
relations of the Federal Trade Commission and American 
business. 

If one could predict with certainty the final judgment 
of the nation on the economic status and economic impli- 
cations of industry-wide systems of identical delivered prices, 
he could predict with equal certainty the final judgment of 
the nation on their legal status and legal implications. As 


I see it, we have developing here under our very eyes what 
is essentially a dynamic conflict between what very powerful 
business interests regard as good business economics and 
what the statutes which define our public policy and the 
courts which apply them regard as discrimination, unfair or 
collusive, depending on the facts of a particular case. Only 
the resolution of that conflict can bring our law and our 
practical economics into harmony. Just as we are all against 
sin, so hardly anyone openly challenges the declared objec- 
tives of our law and public policy in this field. And so far 
as | know, no one challenges the fact that in the last fifty 
years there has been a steady and seemingly relentless growth 
of monopolistic power. 

Some of the substantial economic objections to industry- 
wide basing point systems have found recognition in an un- 
signed editorial which appeared in The Yale Law Journal 
of April 1946. The editorial recognizes that the principal 
objective of anti-trust legislation is to secure “to the consum-" 
ing public, essentially by the fostering of price competition, 
the benefits of a competitive economy, ultimately a maximum 
supply of goods and services at lowest possible cost.” 
(p. 564). The article comments on the economic aspects 
of basing point pricing as follows: 

This suppression of direct price competition results in 
an increase of unnecessary costs. The possibility 
afforded by the system of obtaining orders in market areas 
governed by distant basing points, by meeting the prevail- 
ing prices there, gives rise to cross-hauling, and to need- 
lessly heavy transportation costs for the industry as a 
whole. Similarly costly is the use of only railroad tariffs 
as the measure of freight charges while cheaper routes 
are available. Also inefficient or obsolete plants, shielded 
from direct price competition and able, by freight absorp- 
tion, to sell in other markets, may gain large profits on 
local sales and continue in existence much longer than 
they could under effective price competition. 

A further salient effect of the basing-point system is an 
artificial location of industrial units—not only of the 
plants using the system but also of consumer-producers. 
The collection of phantom freight by a non-base plant, 
most flagrant aspect of the system’s inherent geographic 
discrimination, prevents the nearby customer from realiz- 
ing any advantage from location (as expressed in price), 
and arbitrarily increases costs for the buyer-manufacturer 
in competition with others situated near a basing point. 
The ultimate result of having more centers of production 
than basing points is frequently the location of processing 
and fabricating industries, not in relation to economic or 
geographic efficiency but near the established bases since 
proximity decreases the price. This increased demand at 
the basing points may protect uneconomically-located or 
obsolete base units, while failure of other vendor plants 
to quote independent prices can create local monopolies in 
industries using the product. ... Furthermore, the quo- 
tation of only railroad freight rates prevents any advant- 
age from accruing to a consumer-manufacturer situated 
on a cheaper alternate route, and increases the possibility 
of an industrial map radically diferent from one that 
would result from true price competition. 

Thus the basing-point system is incompatible with anti- 
trust policy since the suppression of price competition and 
concomitant wastes and artificial location prevent any 
realization of the ultimate goal of lower prices for more 


and better goods. (pp. 566-569.) 


The fateful question is whether ultimate harmony be- 
tween our law and our economics will be attained by making 
our economics conform to our law as it now stands or by 
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permitting our law to be conformed to the economics of 
monopoly, whether by judicial and administrative action or 
by legislative enactment. We have geared our economic 
price machine to go only in an upward direction, imposing 
organized price identity and price rigidity against anything 
tending in the opposite direction, even at the risk of crashing 
the economic machine by a collapse of production whenever 
we get on the wrong side of the break-even point between 
artificially inflated costs and artificially inflated prices. Such 
is the economic dilemma into which we have fumbled and 
stumbled. If we escape catastrophic inflation and collapse 
under such circumstances we shall be more fortunate than 
our sins against the economic laws of the capitalistic system 
of competitive enterprise give us any right to expect. 


Should we escape such a catastrophe and the economic 
collapse which it entails, we shall be more fortunate than 
our confusion of thought and ineptness of action in the 
face of artificially rigged markets has given us any right 
to hope. There is grave danger that the public, and even 
we more sophisticated members of it, may be deceived by 
our continued use of a terminology that corresponds less 
and less to the economic facts of life. Let us not deceive 
ourselves that political democracy as we have known it can 
survive such an economic revolution. 

These and others are the imponderable yet ponderous fac- 
tors that will dictate the shape and substance of the future 
relations between the Federal Trade Commission and 
American business. 


A Fire Bell in the ~~ 


WHAT IS BEHIND TEACHERS’ STRIKES, RADICALISM, AND 
CHARGES OF COMMUNISM IN OUR SCHOOLS AND COLLEGES 
By HENRY M. WRISTON, President of Brown University, Providence, R. I. 
Delivered at the Luncheon Meeting of the Chamber of Commerce of the State of New York at the 
Chamber of Commerce Building, New York, N. Y., November 4, 1948 


VERY once in a while an event occurs which, though 

it does not seem of transcendent importance, is a 

portent of something vastly significant. In 1820 when 
the admission of Missouri as a state raised the slavery issue, 
Thomas Jefferson wrote: “Like a fire bell in the night, [it] 
awakened and filled me with terror.’”” Of the same event, 
a representative from Georgia said, “You have kindled a 
fire that all the waters of the ocean can not put out, which 
seas of blood can only extinguish.” Ten years afterward 
Jefferson’s alarm and Cobb’s prophecy looked ridiculous, 
but eventually both were amply vindicated. Great crises 
seldom mature rapidly; those who read aright the signs of 
the times may well take thought when they perceive “a 
cloud small as a man’s hand.” 

Teachers’ strikes should be regarded as such “a fire bell 
in the night.” From a quantitative point of view they have 
not been important. Relative to the huge number of stu- 
dents in our schools and the size of the American educa- 
tional program, the teaching days lost have been insignifi- 
cant and the knowledge lost unnoticeable. 

The teachers’ economic situation urgently called for re- 
dress; public authorities were laggard in recognizing the 
issue, dilatory and half-hearted in attempts to meet it. A 
crisis in salaries was the occasion for the strikes, but it by 
no means supplies a complete explanation. For nothing is 
more firmly established historically than that the teacher is 
poorly paid. One has only to come from a family where 
teaching has been part of its tradition to be acutely aware 
of how poorly paid teachers have always been. If there is 
any labor of love which involves contributed services to a 
high degree, teaching shares the distinction with preaching. 
That single fact is all the evidence necessary to prove that 
strikes were not merely an economic phenomenon. 

There is no possibility of accounting for the strikes with- 
out taking into consideration the drift of many intellectuals 
away from a profound conviction as to the rightness and 
the validity of the existing social, economic, and political 
situation. I mention teachers’ strikes first because they are 
dramatic and easily observed and not subject to argument 
as to their reality. 

So far as universities and colleges are concerned, there is 


criticism of the “Red” doctrines supposedly preached in the 
classroom. State legislatures launch investigations. Men 
lash at the symptoms but fail to make adequate diagnosis. 
Neither “Red” nor “un-American” is a precise term. Each 
is an omnibus catchword employed to indicate any dishar- 
mony between the teacher and his social-economic-political 
environment. The colleges have very few Communists or 
even Communist sympathizers on their faculties. But many 
teachers are intensely critical of our present social and eco- 
nomic structures—both of which seem to some of them to 
be stratifying dangerously. I am not going to minimize the 
evidence of the discontent on the part of many intellectuals 
with the present state of American society and economics. 

My purpose is neither to praise nor to condemn; I am 
essaying an analysis, seeking to make clear what caused the 
emotional tensions now so apparent. At the end I hope to 
present some intimations as to how so dangerous a trend 
may be reversed. 

Perhaps the best place to begin is to point out that many 
or most of the arguments with regard to the American 
economic system have no direct application to teachers in 
schools, colleges, and universities. The profit motive, often 
described as the mainspring of business, is not and should 
never become the dominant element in their lives. For ex- 
ample, America has many Nobel Prize winners in the sci- 
ences; it would be a shallow and ignorant man who gauged 
their worth by their income. What is true of them applies 
also to thousands upon thousands who quietly do their work 
in schools, colleges, and universities. Without their labors 
neither our society nor our economic system can survive; yet 
they function to a large extent outside that system of eco- 
nomics. 

That may be one reason why industrialists sometimes 
find it hard to understand professors. It accounts for the 
scornful comment so often heard: “If professors had enough 
ability and the competitive spirit they would not be teach- 
ing.” Nothing could be further from the truth. Those 
who do not know the academic world at first hand seldom 
have any idea how competitive it is. Nor can they appre- 
ciate its hazards. Free enterprise is looked upon by busi- 
nessmen as the epitome of risk-taking, but the research 
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worker, concerned with advancing the frontiers of knowl- 
edge, takes, as President Conant has said, “a tremendous 
gamble. Only those who have spent many years in this 
type of scientific work can ever understand how great is 
the risk and what the emotional consequences of that risk 
are.’ Often a man invests several years of his life before 
he knows or can know whether his research is a success or 
a failure. I am intimately acquainted with that risk. 

The professor is a risk-taker, but unlike businessmen, he 
does not profit financially when he succeeds. He often has 
to pay for the publication of his most original papers; 
learned books bring no financial rewards. He receives no 
patent income from the fundamental discoveries which in- 
dustry is free to exploit for profit. 

Being, in this sense, outside the economic order the in- 
tellectual does not share its gains directly. Nevertheless, he 
suffers from its weaknesses. In the great depression teach- 
ers’ salaries were cut; in many instances reductions were 
drastic. Very few colleges or universities escaped cuts; some 
were very serious indeed. Now that inflation is here teach- 
ers are not receiving increases comparable to those of work- 
ers in industry. 

Professors can say with a great deal of objective truth 
that they share the losses but do not share the gains. When 
there is hardship they do not escape it; when there is pros- 
perity they still do not escape hardship. If that is true— 
and I have never heard it disputed—they have less firsthand 
reason for enthusiastic defense of all aspects of our social- 
economic structure. They are in a position to consider it 
from a detached point of view; their observations and con- 
clusions are not biased by self-interest. 

Moreover the nature of their work creates an obligation 
to be critical. They must re-examine all premises as they 
look for new truths and fresh insights. Angry objectors 
to intellectual radicalism assert that professors ought to 
have an over-riding loyalty. I agree heartily. But their 
deepest loyalty is like that of the poet—it is to an ideal. As 
Goethe felt that “above all nations is humanity,” so, for 
the true intellectual, above all other loyalties is utter fidelity 
to truth. 

The public recognizes this to some degree. For example, 
no one asks whether the scientist is “radical” or “conserva- 
tive” when he deals with the atom. He must be willing to 
follow wherever thought and experiment may lead. The 
history of concepts of the atom during the last fifty years 
reveals revolutions in thought of the first magnitude. That 
is what we expect; we ask only whether the scientist is 
making new discoveries and expanding the boundaries of 
truth. 

Now this obligation applies equally to those who study 
society, economics, and politics. We must expect—and not 
fear—new ideas in these fields. In the best sense of the 
word professors must be radical, ready to deviate from 
ancient belief when fresh insights, novel analyses, or addi- 
tional data so dictate. Scholars have two reasons for ob- 
jectivity therefore. They are not part of the main stream 
of economic life, and the nature of their profession requires 
them to hold in check emotional commitments which might 
divert thought. 

From both these angles of vision they can see that eco- 
nomics and politics are so closely intertwined as to be in- 
separable. Economic forces are never left without political 
guidance; every economy is to some extent a “managed” 
economy. ‘There is no such thing and has never been such 
a thing as “laissez faire.” 

The intervention of the government in the economic sys- 
tem to control (or attempt to control) its swings in one 
direction or another is the rule, not the exception. Even 


in the United States it can be descried as far back as Alex- 
ander Hamilton’s famous report of 1791. If we were to 
use modern terms in describing his critically important 
argument, it would be called an essay in favor of “planned 
economy.” Alexander Hamilton specifically rejected letting 
nature take its course; more particularly he denied “that 
industry if left to itself, will naturally find its way to the 
most useful and profitable employment.” Indeed he asserted 
without reservation “that the interference and aid of ... 
governments are indispensable.”” He proposed the use of 
public funds as capital through the public debt. 

Hamilton’s reasoning was based upon the necessity for 
proper balance between agriculture, manufacture, and com- 
merce in building a great nation. Without reservation he 
accepted government responsibility to attain that end. He 
believed it to be the interest of countries to diversify the 
industrial pursuits of their inhabitants. He elaborated the 
arguments for protection. “Protection,” need I say, is a 
governmental shield from the operation of economic laws. 
There is no other way to define it. It is designed to affect 
prices, profits, and products—all by managing economic 
processes. Political action to control economic forces has 
not been advocated solely by radicals. Hamilton is the 
final answer to any such notion. 

Both Democrats and Republicans have long promised— 
and are still promising—to interfere with economic laws 
when they hurt; they have both promised—and still promise 
—to mitigate the harshness of nature’s processes in the 
economic sphere. 

It would be possible to give endless illustrations of efforts 
to control our economy, either directly or indirectly. The 
academician, familiar with this history, knows we are not 
dealing with absolutes, but with relatives. The question is 
not “shall government intervene?” but “how much shall 
it exert its influence?” He is not so much shocked, there- 
fore, by proposals to manage the economy a little more as is 
the businessman who has never thought so much about 
the past record. 

There is another reason why many teachers are critical. 
They observe and analyze the deviations from orthodoxy 
upon the part of the priesthood of American capitalism. 
“Faith without works is dead.” Often defenders of the 
faith in “free enterprise’ do not show forth in their actions 
the ardent professions of their lips. 

More particularly, the historian observes that it is not 
government alone which has prevented the normal func- 
tioning of the price system; individuals and corporations 
have gone even farther than government. Many years ago 
it became necessary for government to restrain private 
manipulators of the price system. It was a_rock-ribbed 
Ohio Republican conservative, John Sherman, who gave his 
name to the Anti-trust Act—the cornerstone of many sub- 
sequent economic policies. No one today would pretend that 
there were not vast economic abuses which made that or 
some other law essential. 

And what were those abuses? They were efforts upon 
the part of small groups to deflect the operations of eco- 
nomic laws for their own profit. Trusts, cartels, trade 
agreements, rebates, and hundreds of other practices that 
will come to your own minds, constituted a confession of 
lack of faith in the beneficence of economic normalcy and 
an attempt to distort the natural functioning of economic 
laws. That manipulations have been frequent and formid- 
able is transparent to any objective observer. 

The academic critic may be pardoned when he is sceptical 
that all such practices have now been eliminated and that 
those who profess complete faith in free competition and 
the “automatic” operation of economic laws will henceforth 
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show by their acts that they fully believe their own words. 

Moreover business and government are not always on 
opposite sides. The most notable recent instance was the 
NRA. It was not designed by theorists, but by practical 
politicians and hard-headed businessmen so little aware of 
the fundamental presuppositions of free enterprise that they 
were ready to abandon their birthright. Seeking to meet 
a desperate situation they threw classical economics and 
free enterprise to the winds. Looking back upon the codes 
and what they sought to do, no candid observer could reach 
a different conclusion. Even though it may have been for- 
gotten by the businessmen who participated with such zest, 
the record of their economic heterodoxy is there. 

It is well known that I do not advocate a “planned 
economy’; quite the contrary, I have fought against it in 
every way possible. On grounds ethical, philosophical, and 
psychological; for reasons social, economic, and political; 
to the end that we may have a free society with a dynamic 
economy, I am for the enterprise system, with as little con- 
trol as will assure order and establish justice. Before we 
denounce those who advocate planned programs, however, 
we must recognize that the economy has never operated 
freely, “automatically,” without controls. That being so 
we are never offered a sharp, clear alternative: “Shall we 
have controls, or shall we have no controls?” It is always 
“how much control ?”—a relative, not an absolute, matter. 

I have mentioned two broad reasons why intellectuals 
may easily become critical of our social-economic structure. 
First: they suffer from its failures; they do not profit com- 
mensurately from its successes. Second: scientific objectivity 
requires them to observe the reality, that, when the chips 
are down, many who argue most ardently against a planned 
economy support it to a greater or less degree; by their 
acts they deny their affirmations—or modify them more 
than they realize. 

There is a third reason why intellectuals may be drawn 
into support of a managed economy. Probably the most 
massive single economic fact in America today is the public 
debt. Not long ago able expositors proved to their own 
satisfaction that there could not be a debt of any such size 
and that if contracted it could not be managed. Today 
that once incredible debt is a fact; moreover the manage- 
ment of it is inescapably a public act. 

I think the management of that debt and the policies 
ancillary and incidental to its management have been mark- 
edly inflationary. But no one—and when I say “no one” 
I think 1 am speaking by the book—has any belief that 
the debt can be left wholly to the operation of economic 
forces. When the Chairman of the Federal Reserve Board 
speaks of having an “instrument of monetary management,” 
and .he Chairman of J. P. Morgan and Company, dis- 
cussing the duties of the Treasury and the Federal Reserve 
Board, says, “This is no time for rough management of our 
economy,” the fair implications of such phrases need no 
elaboration. 

It is clear that government action will have marked 
effects. That would sugg:st to observers whose profits from 
prosperity are slender and whose losses from adversity are 
severe that the government should protect the interests of 
the so-called “middle class” whose status has been deteri- 
orating alarmingly. They have every reason to know that 
thus far they are the forgotten men in the management of 
the debt. 

There is a fourth reason for the discontent of many in- 
tellectuals, which is not primarily economic but social. 
There was a time when the significance of their function 
was fully recognized. The famous Northwest Ordinance 
of 1787 stated that “religion, morality, and knowledge, be- 





ing necessary to good government and the happiness of 
mankind, schools and the means of education shall forever 
be encouraged.” Even earlier, in 1764, the Brown Uni- 
versity Charter expressed it explicitly: “Whereas institu- 
tions for liberal education are highly beneficial to society 

. they have therefore justly merited and received the at- 
tention and encouragement of every wise and well-regulated 
state.” 

Those phrases embodied a deep public conviction. For 
a century and a half to be a professor in an institution of 
learning was to hold a position of great distinction, One 
evidence of this was the eagerness of many others to be 
called “professor’—even phrenologists and magicians. To- 
day, on the contrary, men eschew the title. While it is 
preserved in academic circles, professors do not like to carry 
the label outside. 

An incidental illustration of the low esteem in which the 
intellectual is held was the characteristic caricature of the 
New Deal as a tatterdetnalion academic in ragged cap and 
gown. No future historian will be deceived into thinking 
that academics created the New Deal. It was fabricated by 
worldly-wise and vote-wise politicians who changed not only 
their direction but even their basic theories when it seemed 
politically profitable. The switch from rigid economy to 
spending as a way to prosperity epitomizes their readiness 
to reverse the field. Of course many discontented intel- 
lectuals put rational facades upon the operative policies of 
those who really shaped developments. Yet it was the aca- 
demics who were pilloried for “‘crack-pot theories.” 

Lack of respect for the intellectual is reflected in salary 
payments. When both salaries and public recognition are 
inadequate, the normal effect is to alienate those who are 
so treated. 

The decline in the social status of the intellectual has 
occurred at the most irrational as well as the most inop- 
portune time. More than ever before technology and pro- 
duction are utterly dependent upon the theorist. Few studies 
were ever more “abstract,” few more “remote from daily 
life’ than the pioneer work in modern physics. Studies on 
the disintegration of atoms during the thirties were sensa- 
tional in a limited circle—but unknown or a joke to the 
“real” world. No one thinks them funny now. It was the 
“pure,” “useless” research spreading from university to uni- 
versity around the world which supplied the foundation for 
the use of atomic energy. If, as is so often asserted, we live 
in an atomic age, that age was born in the universities. 

Similarly, if the government debt is the most conspicuous 
single datum in our economic life, it is also a fact that it 
is going to be managed by university-trained economists— 
good or bad, orthodox or heterodox. They will certainly 
exercise an influence far beyond that of economists in any 
other time. 

As fundamental science must precede applied science, as 
the theorist precedes the practitioner in industry and in 
government, so also, much more subtly, but just as really, 
the assumptions which underlie many of our every day 
thoughts and actions spring from the intellectual group. 
The Kinsey Report has been a best-seller; it would never 
have been published but for the work of Freud. Many an 
advertising man who knows little about behaviorist psy- 
chology is governed, nevertheless, in his techniques by what 
the behaviorists taught. People who would resent being 
regarded as Marxist in any way nonetheless employ many 
of his ideas. Indeed a good deal of business practice is 
predicated upon Marxian economic determinism, though free 
enterprisers would shudder at the source, if they were aware 
of it. 

John Maynard Keynes was a professor with novel ideas 
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about the economic system. Those ideas when popularized 
and seized by the politicians have in many ways re-shaped 
the economic policies of states. Long before he was heard 
of in business circles he had a keen perception of the power 
of ideas, for he wrote: ‘““The ideas of economists and politi- 
cal philosophers, both when they are right and when they 
are wrong, are more powerful than is commonly understood. 
Indeed the world is ruled by little else.” Many an opponent 
of Keynesian economics vouches for that truth. One of those 
opponents wrote: “In the short run, it is true, ideas are un- 
important and ineffective, but in the long run they rule the 
world.’ The ideas of the man in the street are often the 
diluted, popularized thoughts of intellectuals. 

Emerson was profoundly right when he said: “Beware 
when the great God lets loose a thinker on this planet. Then 
all things are at risk. It is as when a conflagration has 
broken out in a great city, and no man knows what is safe, 
or where it will end.” 

Examples can be tound throughout history. The French 
Encyclopedists who turned on the government in the eight- 
centh century were criticizing the abuses of absolute mon- 
archy; their warnings were too long unheeded and a cata- 
clysmic revolt followed. Similarly, the Russian monarchy 
many years later lost even the tolerance of the intellectuals 
and it was destroyed in the catastrophe of revolution, In 
our own time there was a strong intellectual element in the 
leadership of the Labor Party in Britain which dedicated 
itself to the fundamental alteration of the nation’s social, 
economic, and political structure. Intellectuals are often 
highly sensitized to the dangers that inhere in a social sys- 
tem; their warnings may be storm signals which we con- 
tinue to ignore at our peril. 

Even when an idea is wrong, it may have great influence. 
It is one of the Marxian dogmas that capitalism means war. 
That theory runs counter to two dominant realities in 
American history: no other great power was ever so pacifist 
as the United States and until recently businessmen were 
predominantly isolationist—in large sections of the nation 
they still are. ‘Thus the Marxist ideology is refuted by 
easily perceptible facts. Yet that does not prevent vast areas 
of the world from accepting the error as gospel; indeed 
action predicated upon that erroneous belief is bringing us 
to the very brink of a world cataclysm today. 

Right or wrong, the intellectuals will have tremendous 
influence. When decisive responsibilities lie in the hands 
of any group it is not wise to treat them with grave social 
disrespect. Yet that is precisely what produced teachers’ 
strikes. ‘Though teachers influence our children, society re- 
mained callous to the teachers’ adverse economic position 
until startled by drastic and dramatic action. Public apathy 
arising from unconscious contempt provoked a forceful re- 
action. The use of power is inappropriate for the intellec- 
tual; he should count on reason and persuasion to attain 
his ends, and I am not condoning the teachers’ strikes. But 
force, however inappropriate, is always the ultimate re- 
course when everything else fails. 

If one looks at the matter with wide open eves—devoid 
of preconception and prejudice—it is clear that the striking 
teachers were treating society as society had treated them. 
Because society mistreated them, their respect for the politi- 
cal structure declined. ‘The restraints which should have 
prevented people with their social responsibilities from mak- 
ing war upon society were loosened. On the basis of power, 
they sought—and gained—what had been denied them on 
the basis of values. As in every war, there were faults on 
both sides—but the basic fault was the gross neglect which 
drove the teachers to substitute pressure tactics for reason. 

College and university professors have not yet gone so 


far. They still exhibit the individualism of the thinker. As 
President Conant has well said, “Of all the activities of 
man today the only one which must remain most starkly 
individual is research.” Ideas are born in individual minds; 
they never become communal property until their originality 
has been lost. Until the scholar finds himself in a hopeless 
situation, he is loath to organize defensively. He prefers 
to associate with other scholars only for mutual enrichment 
from the free exchange of thought, for the satisfaction that 
comes from the interplay of lively and fertile minds. 


But there are clear indications that trouble can develop 
here as in 18th Century France, 19th Century Russia, and 
20th Century Britain. It is promoted when businessmen 
scoff at the theorist, saying, “It may be good in theory, but 
it is not practical.” Nothing is ever right in theory if it is 
not true and real, but stupidity and archaism in industrial 
practice often fail to exploit experimental and_ theoretical 
advances. Many a basic discovery has remained too long 
on the shelf for want of enough industrial imagination to 
see its possibilities. 

Incidentally, there is a touch of irony in the oft heard 
demand that professors should turn from “theory,” leave 
the ivory tower, and do something “‘practical.”” Those who 
make such demands unconsciously parrot the Communists. 
Marxists insist all research must have direct “social utility” ; 
they denounce free, pure research, where a man follows his 
curiosity and trusts to time and technology to find utility 
in the new truths he discovers. It is odd indeed to find free 
enterprisers adopting the Marxist view of research; it is 
another instance of insufficient awareness of the presuppo- 
sitions of our own system. If you want free enterprise in 
business, you must accept it not as a necessary evil, but as 
a fundamental virtue in the intellectual world. 


As a matter of fact, the theorist, the technologist, and 
the production man are in an indissoluble partnership; each 
has his place; but the initiation of the productive cycle is 
with the professor. It is folly to sell his work short. The 
self-styled “practical” man is often the one in error; the 
least alert are frequently the most critical of the theorist. 

Such obscurantism and current anti-intellectualism hold 
down faculty salaries and prevent adequate research funds 
from being available. Something must be done to join the 
professor’s over-riding loyalty to the truth with his natural 
love of his country and its social-political-economic institu- 
tions. The suggestion that we should “crack down” on 
critics, fire the dissenters, or make them so uncomfortable 
that they remain silent is the worst possible program. Aca- 
demic freedom is all the professors have left—and however 
widely their political, social, and economic views may vary, 
they will unite in defense of that last bulwark of their 
profession. 

The academic is willing to accept a relatively low eco- 
nomic ceiling if he has compensatory satisfactions in terms 
of social response, if he has the position of responsibility, 
dignity, and honor which his importance to society fully 
justifies. Among the necessities is an increase in salary— 
and the need is substantial and urgent. Something had 
better be done before stark necessity forces him to follow 
the teachers into pressure tactics—the substitution of power 
for reason. 

There is one final element in this analysis which calls for 
comment. That is a changing balance, or one might prop- 
erly call it a growing imbalance, between publicly-supported 
and privately-supported education. There was a time, not 
so very long ago as history runs, when all higher education 
and most of what we now know as secondary education 
were privately controlled. Under the egalitarian principles 
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of American democracy as the pressure toward the ideal 
of educating all American youth increased, it was inevitable 
that there should be increasing public support. 

Consequently there grew up systems of public and of 
private education—partly competitive and partly comple- 
mentary. Each has made its own great contribution. There 
is no reason for hostility or tension between them; the public 
interest requires both. But it also requires that there should 
be a reasonable balance between them. Monopoly, public 
or private, is as bad for education as for anything else. 

That balance is not being maintained. Across the coun- 
try the number of teachers employed by the public and 
paid from the public treasury is now vastly larger than 
those employed by “private” institutions. At the lower 
school levels the disparity is overwhelming; even at the 
higher levels the imbalance is great and accelerating. More- 
over, salaries in private institutions are falling rapidly be- 
hind. 

This is a fact of profound relevance to our topic. If a 
professor derives a living wage from private sources and 
if his social status is reasonably comfortable, he accommo- 
dates himself to the system which gives him those satisfac- 
tions. Historically that is what he has done in America. 
But if his income is derived from the public treasury, he is 
in no position to object to public management. Moreover, 
if his salary is larger than that received by professors in 
endowed institutions, he is going to compare private enter- 
prise unfavorably with public management, for he is better 
off depending upon the public treasury and would suffer 
from the fluctuations of private enterprise. 

If the time comes when all the professors in the colleges 
and universities of the country draw their salaries from 
state or federal governments, they may become critical of 
their working conditions, unionize, and strike, as have the 
teachers in great urban centers. But they are not likely to 
be opponents of the expansion of governmental activities. 
Not being dependent on private enterprise, they will have 
less and less concern for the fate of the enterprise system. 

I should emphasize that it is not alone the professor in 
publicly-supported institutions who is now dependent upon 
public funds for his salary and research support. Many of 
the private institutions are drawing very large parts of their 
budgets, indeed predominant shares of the costs of research 


in the sciences, from contracts with the federal government. 
In some institutions this figure has risen as high as 50 per 
cent or more. In such circumstances many professors even 
in endowed institutions no longer look to endowment (that 
is to private enterprise) to supply the tools of their trade 
and meet the costs of their experiments, or even a substan- 
tial part of their salaries. They have become dependent 
upon federal funds. 

This means that while the argument about federal sup- 
port of education rages the disputed subsidy has already 
come in through the back door. So great is the leverage of 
these government funds that many “privately endowed” uni- 
versities would find their programs seriously, if not fatally, 
impaired by their withdrawal. Professors whose livelihood 
and labor are not supported by private enterprise, who look 
to federal funds for both are not going to resist federal 
“encroachment.” 

Count Sforza, now again Foreign Secretary in Italy, 
commented bitterly during the long years of his exile upon 
the intellectuals who watched freedom destroyed. All those 
whom he denounced drew their stipends from the state; it 
had become their only possible source of revenue and they 
became subservient to the state. Those who have an in- 
terest in the preservation of the enterprise system will be 
well advised to see to it that the private institutions are not 
weakened further and that government does not engulf or 
even dominate higher education. 

This analysis was not designed as a popular approach; 
it is a serious effort to call attention to something of pro- 
found importance to American life. All evidence indicates 
that a larger proportion of young people are to be in school 
for longer periods of time than ever before in history; the 
temper, the attitudes, and the doctrines of teachers are of 
vast significance. If, as 1 have indicated, there has been a 
growing breach between those who teach and our social 
and economic system, then it had best be understood. 

The cure is not to denounce or to harry the faculties; 
it is to reform the situation which makes the intellectual 
bear the burdens without sharing the rewards. It is to 
recognize his strategic, indeed his vital, place in our econ- 
omy, our society, and our public life and to proceed ration- 
ally and with as much light and as little heat as possible 
to redress the balance. 


Cooperative Planning for Education 
and Industry 


FINANCIAL SUPPORT OF EDUCATION BY INDUSTRY 


By LAIRD BELL, Member, Board of Trustees, University of Chicago and Attorney, Chicago, Illinois 
Delivered at the 1948 Texas Personnel Conference, The University of Texas, Austin, Texas, November 5, 1948 


OOPERATION is a much abused word. Usually 
when we say that some one does not cooperate we 
mean he won’t do exactly what we want. But there 

are some things that industry wants of education and edu- 
cation wants of industry that can be developed into true 
cooperation. 

It will be a convenience to divide the discussion between 
what may roughly be classified as university activities on 
the one hand and college activities on the other—i.e., be- 
tween research and general education. 

An immense amount of detailed research is already being 


done by university staffs directly for industry. To take a 
single example—in the last six months the University of 
Chicago received grants from business concerns for the fol- 
lowing, among many other things: Studies of staphylococcus 
food poisoning, union-management relations, isotopic com- 
position of the earth, Micronesian anthropology, the toxicity 
of antioxidants—and I omit many projects which I can’t 
even pronounce. The funds have come from such firms as 
Eli Lilly & Company, Swift & Company, Abbott Labora- 
tories, Universal Oil Products Company, Allied Chemical 
& Dye Company, and industrial research groups like the 
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American Petroleum Institute and the National Cheese In- 
stitute. 


Multiply this by the number of other like institutions 
and it is clear that industry and education have already 
found a way to cooperate substantially. This isn’t charity— 
it’s just swapping something of value to each. But it is also 
small stuff, relatively, and only scratches the surface of 
what education could centribute. There are less obvious 
activities that business can hardly afford in the long run not 
to support. A clear example is the support of the theoretical 
or pure science. Consider the field of nuclear fission. The 
development of atomic power would not have been possible 
but for pure and “useless” research. The dread bomb is 
the outcome of a high order of engineering skill in the utili- 
zation of the forces released by nuclear fission, but the 
“secret” of such fission was the product of pure science. It 
followed upon years of measuring, speculating, testing, by 
scientists working inconspicuously but cooperatively in uni- 
versities all over the world. It probably didn’t seem a 
practical achievement when Thomson succeeded in weigh- 
ing an electron. But that was one step in producing the 
bomb. ‘The scientists who worked on the bomb have been 
the first to say that they were working on a glorified engi- 
neering problem the solution of which would not have 
been possible if the theoretical work had not already been 
done by pure researchers. That forward looking enterprises 
believe in such research is, I believe, amply demonstrated 
by the fact that some 20 concerns, headed incidentally by 
the oil companies, have subscribed $3,000,000 over a 5 year 
period for work in pure science in the Nuclear Institutes at 
the University of Chicago. The same situation has been 
duplicated many times in other fields and particularly in 
the incredible developments of medicine and other sciences. 

Another and perhaps slightly ominous illustration may 
be drawn from pre-war Germany. In 1911 Kaiser Wilhelm 
called together about 200 of the leading industrialists and 
citizens of Germany to organize a society which was to be 
dedicated to the promotion of fundamental science. This 
was done when German science and industry were supreme 
and when the German star was in its ascendency. 

These German citizens, mostly from industry, contributed 
15,000,000 marks and set up the Kaiser Wilhelm Institute. 
‘The theoretical and the practical benefits from these insti- 
tutes to Germany and to the world at large are notorious; 
the completion of the synthesis of ammonia was accom- 
plished in one of the thirty odd constituent institutes that 
developed; the synthesis of gasoline from coal is another; 
and it was in the Institute of Chemistry that some of the 
earliest steps toward nuclear fission were taken by Otto 
Hahn in 1939, 

Four partners joined in the support of these Institutes— 
individuals, foundations, industry and the government. This 
is precisely our situation today, since at long last the gov- 
ernment has joined up. But at least one of these partners 
is rapidly becoming less dependable. The day of great pri- 
vate fortunes may well be over—though | confess that as 
| look about in Texas I begin to doubt it. It is a simple 
fact that taxes make nearly impossible the accumulation of 
fortunes which can be looked to for philanthropy. The 
largest foundations, too, are steadily using up their re- 
sources. That leaves only two really able partners—indus- 
try and government. We quite plainly must look to indus- 
try to carry an increasing share of the load. 

Industry for the most part means corporations. But only 
two or three great corporations have undertaken pure re- 
search themselves. For research has become a very expensive 
game. It has to be played more and more with blue chips. 


Cyclotrons and betatrons are costly paraphernalia, and last 
year’s cyclotron can easily become a discarded toy when 
somebody thinks up a better gadget; in fact we hear already 
of synchrotrons. It isn’t a game that many individual com- 
panies can sit in on any more. In fields like nuclear science, 
in fact, it is a fair question whether any agency short of 
government can hold the pace. Only Uncle Sam could have 
afforded to bet two billion dollars on the atom bomb; per- 
haps no one else can afford to make the bets necessary to 
turn atomic power to peaceful use. 

But this is no reason to sit back and leave it all to Uncle 
Sam; if anything, the situation only emphasizes the obli- 
gation of private enterprise to have a part in the develop- 
ment. Private enterprise doesn’t like government in_busi- 
ness; but if government is the sole agency of unlocking the 
secrets of nature that make possible better processes and 
products, government will be in business in earnest, and 
private enterprise will not be consulted much. Even though 
private enterprise cannot manage the whole thing, it can at 
least be a junior partner. It need not give government the 
right to say, “You left me alone to develop this thing. I 
propose to exploit it, and don’t come around, after I have 
succeeded, to ask to get in on the benefits.”” Unless busi- 
ness makes some contribution, it can hardly hope to have 
a hand in developments. 

Up to now federal grants for research have been com- 
mendably free of restrictions. Thanks largely to the wise 
policies of the Office of Scientific Research and Develop- 
ment during the war, research institutions have been given 
problems and left free to solve them in their own way. It 
takes no prophetic vision, however, to see that it is unlikely 
that government in the long run will keep its hands off. 
The man that pays the piper traditionally has views about 
the tune. The temptation for legislators to impose condi- 
tions on grants will be very great. What the conditions may 
be—conceivably that the investigators should have only ap- 
proved social and political views—does not matter. The 
institutions will be helpless unless they themselves can con- 
tribute some part at least of the resources. Private enter- 
prise cannot expect scientific research to be kept free unless 
private enterprise itself makes an effort to keep it so. 

Private enterprise can furthermore make a contribution 
that government cannot. It is a long step from discovery 
to utilization. A Faraday could create electric light and 
power in his laboratory; the application of that power to a 
world which now seems largely hitched to a dynamo has 
been the work of hundreds of thousands of very practical 
men actuated by the humble motive of making a profit. We 
may some day reach the point where scientific discovery can 
be converted to the good of mankind solely by governmental 
agencies, but I submit that in our workaday world man- 
kind is likely to get a better break if the new discoveries 
are turned to actual use by a great many individual enter- 
prisers striving to better themselves. 

Apparatus, moreover, is nothing without men. Can re- 
search dominated by government command the highest talent 
to run the apparatus? Devoted men have given their lives 
in government service, and are still doing so, but a case 
can be made that scientific genius is more likely to flourish 
outside government service than in. It is not merely the 
overhanging threat of smearing by witch-hunters which has 
recently been high-lighted. It is a matter rather of men 
working in a free atmosphere of scientific endeavor guided 
by their common ideals of advancing knowledge, as against 
those subject to controls and regulations imposed by agen- 
cies having little conception of the free masonry of scholars. 
Such free conditions exist in the universities, and if indus- 
trialists genuinely believe in private initiative they will 
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make sure that those conditions not only continue, but 
flourish 


If my argument is sound, then, we have available in the 
universities a true brand of cooperation; if education does 
its part well, industry in contributing to education benefits 
both itself and education. 


So far I have dealt with cooperation between industry 
and education at the university or research level. What is 
the case for such cooperation at the college or general edu- 
cation level? I submit that, though it is not so easily de- 
monstrable, it is the same. 

Our thinking in this respect is apt to be clouded by an- 
noyance with the country club and extra-curricular aspects 
of college life, and a tendency to regard a college largely as 
the home port for a football team. But I am reliably in- 
formed that other things do go on on campuses. With all 
the failures I don’t believe it is generally questioned that 
college graduates are, by and large, better equipped for 
life than if they hadn’t gone there. It is no accident that 
professional schools have come to require at least some col- 
lege work or its equivalent; it is no accident that in war 
college men can be trained more quickly as officer material ; 
it is no accident that in industry they rise faster. Exactly 
what college has done to them may be hard to state. But 
perhaps we can agree that it has given them in some extent 
a power to think, ability to deal in ideas, a broader per- 
spective on life, tolerance, a standard of values and some 
ethical sense. Whatever the process may be, it is clear that 
college does produce the largest reservoir from which in- 
dustry now draws its future managers. More and more the 
enlightened firms actually proselytize among the best of the 
graduating classes. If the colleges turn out a product that 
is worth getting onto a corporation’s staff it must be reason- 
ably simple deduction that it is worth while for a corpora- 
tion to promote good colleges. A distinguished American 
businessman, Mr. Frank W. Abrams, Chairman of that 
fairly successful industry called the Standard Oil Company 
of New Jersey, recently has said: 


“If business and industry could not draw upon a large 
reservoir of educated manpower, they would be handi- 
capped in every phase of their operations. American Edu- 
cation does a job for business and industry. If our hope 
of an advancing American economy involves reducing 
costs, increasing individual productivity, and devising bet- 
ter ways of doing things, we must consider that we have 
a major interest in helping American Education and edu- 
cators in their work.” 


Unfortunately at this point the lawyers enter in their 
customary annoying way and say “but a corporation has no 
right to give away the stockholders’ money.” I don’t pro- 
pose to argue that proposition here except to say that as 
wealth has come to be largely in corporate form the courts 
have progressively enlarged the area within which such 
expenditures are justified. Not only have court decisions 
grown more liberal, but that most dominating instrument, 
the federal tax law, has recognized the propriety of con- 
tributions to education by permitting their deduction from 
taxable income. 

The best test of what corporations think they can prop- 
erly do, and what it is worth their while to do, is what 
corporations actually do do. And here the record is im- 
pressive. 

The National Industrial Conference Board has made a 
number of studies of corporate contributions. They found 
that 71 of the 100 largest manufacturing corporations gave 
over 16 million dollars to charity in 1947. While half of 












this went to community purposes and only a little over 2 
million went to education, it is a good beginning and enough 
to make it highly respectable. Also, be it noted, these con- 
tributions were in addition to payments to institutions for 
research projects, which are, quite properly, treated as 
straight business expense. 

That far-sighted giant, the General Electric Company, 
last year gave fifty fellowships to high school teachers of 
science, paying their entire expenses for a six weeks sum- 
mer course given by the faculty of Union College in Sche- 
nectady. This year it gave another fifty for like study at 
the Case Institute of Technology in Cleveland. It has also, 
in addition to some smaller funds of long standing, recently 
set aside a fund of $1,000,000 named in honor of two 
former presidents, 80% of the income of which is used for 
fellowships for research workers, and the balance for loans 
and scholarships in undergraduate schools for employees and 
their children. 

A strikingly interesting venture has been conducted for 
many years by Sears, Roebuck & Co. This consists of scholar- 
ships in land grant colleges in all the states. Little publicity 
has been given to this, and purposely. It is simply bread 
upon the waters. It is not confined to employees or their 
children, no obligation to work for the company is involved, 
no obligation to patronize its stores—it is done solely with 
the idea that it is good business for a country-wide concern 
to help in raising the standards of life of its markets. It 
may have more far-reaching effects: the private enterprise 
system flourishes least where there is ignorance and preju- 
dice, and most where there is education and tolerance. Prob- 
ably no single dollar of return can be traced from this ex- 
penditure, but the company believes it to have been emi- 
nently worth while. The fact that it has not been exploited 
by advertising is evidence enough that it has been done, 
not for so-called public relations, but in the sincere belief 
that the support of general education pays. 

A ferment is clearly working. A group of large indus- 
trialists gathered by Mr. Abrams of the Standard Oil Com- 
pany of New Jersey, whom I have already mentioned, is 
studying the problem, with emphasis on general education. 
One or more local branches of the businessmen’s Commit- 
tee on Economic Development is exploring the possibility 
of help in that field. At the last meeting of the American 
Bankers Association, Mr. John L. McCaffrey, President 
of the International Harvester Company, made a speech in 
which he put on a par of importance soil conservation and 
the support of private general education. I should like to 
quote a few of his sentences: 


“If we are to maintain and expand our educational 
system, we must do more than offer good wishes. We 
must give financial support to the limits of our abilities. 
. . . Aside from our interest as individual citizens, we 
have a legitimate business interest at stake. Every busi- 
nessman today needs to know enough about the society 
in which he lives and operates so that he can follow its 
changes intelligently, adjusting himself and his business 
to changing times, and making sure that his business 
serves its most useful purpose for society.” 


While it seems to me that in Texas you have literally 
everything (if we could just get you to admit it!) I dare 
say that the privately endowed institutions have even more 
need of the cooperation of industry than those state sup- 
ported. I need not in this presence labor the plight of the 
endowed institutions. Whatever your endowment, you pre- 
sumably need more. Harvard, with $168 million of en- 
dowment, needs immediately $65 million more. President 
Conant in his recent book has pointed out that it takes 
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$214 million of endowment now to support what $1 mil- 
lion did in 1929. Indeed I’m not sure that we don’t have 
to stop thinking in terms of endowment; perhaps we must 
face the need of keeping things going simply on annual con- 
tributions. If so, that is an additional reason why, as pri- 
vate donations wither away, we must look to business for 
such support. 

State supported schools have an interest in the maintenance 
of the endowed schools second only to that of the endowed 
schools themselves. The endowed institution is comparatively 
freer to experiment and to pionerr on untried lines, or on 
lines which may in the first instance be looked at askance 
by voters. At least in the past the better ones have set the 


standards for all. Furthermore, well as the state institu- 
tions have defended their academic integrity so far, I be- 
lieve that relatively—and I emphasize the “relatively” — 
there can be little doubt that the privately endowed insti- 
tutions are more secure in their freedom from political 
pressure. But mounting costs and falling income may well 
snuff out the endowed lamps of learning in the fairly near 
future unless substantial help is forthcoming. That such 
an outcome would be a disaster to the freedom which we 
cherish, and in which our industry has flourished, can hardly 
be questioned. On behalf of both industry and education I 
bespeak expanded financial support of education by industry 
as the highest form of cooperation and good citizenship. 


Key to Industrial Teamwork 


REAL PROFIT-SHARING 


By CASS S. 


HOUGH, Executive Vice-President, Daisy Manufacturing Company, Plymouth, Michigan 


Delivered to the Council of Profit-Sharing Industries, Chicago, Illinois, March 8, 1948 


poration’s earnings with its employees must have 

a definite philosophical approach to the subject, and 
clearly defined objectives. Lacking one or the other, 
or both, the plan is nothing but a hollow shell—and cannot 
withstand the impact of booms and busts. And so, before 
discussing our plan in detail, I think it is important that 
OUR philosophy of management, and our objectives, be 
clearly understood. This understanding will do much to 
help explain some of the features of our plan. 

For a great many years—since 1916, in fact—our com- 
pany has, by one means or another, shared its earnings with 
its employees. Up until 1927, this distribution was on a 
“bonus” basis; that is, at the end of the year the directors 
looked at the company’s earnings, decided what portion of 
those earnings they were willing to part with, and paid it 
out as a percentage of each employee’s earnings that year. 
No distribution was guaranteed, nor was the percentage of 
earnings to be allocated, fixed. This kind of thing amounted, 
in essence, to a “handout’”—was pure paternalism. In 1928 
we started what looked to be a sure-fire wage incentive plan, 
whereby the more an individual or group produced, above 
a predetermined “standard” output, the more they were 
paid. ‘This achieved a mewsure of success—that is, employees 
DID earn more, and costs DID come down. But, basically 
the plan missed fire somewhere along the line—mainly be- 
cause it limited the perspective of the employees. They 
failed to see the business as an earning UNIT—all they 
could see was what they could earn as an individual pro- 
ducer, or as a member of a small group of producers. The 
business as a whole was completely out of focus to them 
because of their near-sightedness. We reached the conclu- 
sion that a wage incentive plan is NOT REAL PROFIT- 
SHARING— it simply represents extra pay for extra work, 
and completely fails to produce teamwork. So it was only 
natural that, sooner or later, we ask ourselves what could 
be done to produce the idea of teamwork—teamwork ex- 
tending all up and down through the entire organization. 

This wasn’t easily answered at first, but in 1937 we 
finally decided that we could produce this teamwork if 
every employee of the business was guaranteed an annual 
“cut” in the company’s earnings, and the percentage guar- 
anteed, too, at the start of each year. We put this plan into 
effect early in 1937, and it has been in operation ever since, 


maa well-conceived plan for the sharing of a cor- 


gathering momentum each day. We believe it to be a REAL 
profit-sharing plan, and one which can be applied, in prin- 
ciple that is, to every business, large or small. 

In our opinion, as stated previously, a true profit-sharing 
plan is one which equitably shares a company’s earnings 
between stockholders and employees, and of course with 
the public too, in the form of better values. We believe 
that to be a real, honestly conceived plan, the percentage 
of earnings to be distributed must be known and guaranteed 
AT THE START OF A YEAR, not left until the end, 
and at the discretion of the Board at that time. We believe, 
yes, we KNOW, that, to be successful, a real profit-sharing 
plan must distribute these earnings on a share and share 
alike basis to all employees—foremen, janitors, toolmakers, 
press operators, assemblers, etc. 


A true profit-sharing plan must never be even thought of 
as a substitute for fair wages and salaries. The business 
must be operated, insofar as wages and salaries are con- 
cerned, as though the profit-sharing plan did not exist. Any 
attempt by management to do otherwise completely defeats 
the plan. 


We are convinced, too, that, regardless of the amount of 
money to be distributed to the employees of a business, 
PART OF IT MUST BE PAID IN CASH PERIODI- 
CALLY, AND PART MUST BE PUT INTO AN 
EMPLOYEE RETIREMENT FUND. It is our con- 
sidered opinion, after watching our plan for ten years, and 
watching various other types of plans, some all cash, some 
exclusively retirement in nature, that neither plan alone can 
be eminently successful over a period of time. 


The foregoing is a rough outline of the thinking of top 
management in our business; now we can get down to 
brass tacks and talk about the plan itself, and how it oper- 
ates in our business: 

Simply stated, the Daisy Manufacturing Company agrees 
to pay to its employees, each year, 30% of the NET OP- 
ERATING PROFITS OF THE COMPANY. Net 
operating profits are defined as the profits of the operation 
of the business before Income Taxes, and before dividends. 
It further agrees to pay half this amount in cash, and half 
into a retirement trust fund. The agreement runs from 
year to year, subject to revision and/or cancellation only at 
the END of any fiscal year. The cash distribution and the 
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employee retirement trust will be discussed separately and 
in some detail. 


1. Casn DISTRIBUTION 


The company has executed with its Executive Vice-Presi- 
dent, an agreement of trust, whereby the company pays, 
semi-annually to the trustee, 15% of the company’s net 
operating profits; the trustee agrees to distribute, semi- 
annually in cash, this amount to the employees of the busi- 
ness. 

The distribution of cash under this plan is on a share 
and share alike basis, the only exceptions being that no 
probationary employees may participate, nor will their pro- 
bationary period count in participation, and that the dis- 
tribution is made on the basis of the number of hours 
worked by the employee during the year. It is assumed 
that an employee who has been here during all of the work- 
ing hours of any period contributes more to the earnings 
of the business than an employee who has been here less 
than that time, so the cash distribution is made on a basis 
of actual participation of the employee during the year. 
In administration the total amount to be distributed on a 
cash basis is divided by the total number of hours worked 
by employees present at that time. This gives a per hour 
figure, which when multiplied by the number of hours that 
an employee has worked during the period determines the 
employee dividend. The agreement stipulates that an em- 
ployee, to be eligible to receive part of this cash distribution 
must be on the payroll of the company at the close of the 
fiscal year for which payment is being made. 


This share and share alike plan has an infinite number 
of advantages over the proportionate share basis. It com- 
pletely defeats the old saying “them what has, gets,” and 
the equally obnoxious cliche “the rich get richer, the poor 
poorer.” It makes each employee feel that, regardless of 
how menial his job may be, he is a “member in good stand- 
ing of the team,” and that if his job is performed to the 
best of his ability, his dividend is equal to his foreman’s, 
or other employees. THIS SHARE AND SHARE ALIKE 
PLAN COMPLETELY INTEGRATES THE EF- 
FORTS OF EVERY EMPLOYEE, while any propor- 
tionate share plan immediately sets employees, or groups, of 
employees against each other, thereby completely destroy- 
ing the very thing a profit-sharing plan is designed to ac- 
complish. The complete absence of “prima donnas” in our 
business is a direct result of this share and share alike plan 
of cash distribution. 


2. RETIREMENT PLAN 


15% of the net operating profits of the business are 
paid to the Detroit Trust Company as soon after the close 
of the fiscal year as is possible. The Detroit Trust Com- 
pany then credits a certain amount to each employee, based 
on the number of points held by that employee. Points 
are determined as follows: Three points for each year of 
service (going back fifteen years and only fifteen years 
from the date of inception of the plan), two points for 
each $100 of salary up to $2000, and one point for each 
$100 of salary over $2000. Thus the plan is slanted to- 
wards the lower income groups and puts a high premium 
on continuous service, which is just what a retirement plan 


should do. 


An employee has no vested interest in the amount credited 
to him in this retirement plan until he has completed at 
least one full year of service. For each full year ot service, 
an employee receives a vested interest of 10% of the amount 
credited to him, so that at the end of ten years of service, 









the entire amount credited to his account is available to him 
should he die, be fired, decide to leave, or for any other 
reason. Most retirement plans have such a long vesting 
schedule or run over such a long period of time, that they 
actually represent nothing tangible to the employee. In 
our plan, ten years of service, which is required to receive 
a 100% vesting in the amount credited to the employee's 
account, is not so long as to discourage the employee and 
make him feel that “What's the use of even counting that 
retirement plan as any of the tangible benefits that are re- 
ceived from the Daisy Manufacturing Company.” A fur- 
ther provision allows the employee to use up to one-third 
of his vested interest in this retirement fund to purchase 
life insurance at any time he so desires. The only stipula- 
tion is that the life insurance shall be purchased by the 
trustee upon direction of the beneficiary from the company 
carrying the group life insurance of this company. This is 
done to prevent an influx of life insurance salesmen each 
year as the annual credit is made. Another stipulation is 
that only life insurance of a permanent type can be so pur- 
chased, (thereby excluding such things as term, etc., which 
have no cash surrender value to the employee). 

Retirement age is set at 65. At that age the entire 
amount credited to the employee's account will be paid 
over to him. If, before he reaches age 65 he dies or is per- 
manently disabled, the entire amount will be paid to his 
estate or to him. If he leaves his employment before he 
reaches retirement age, his vested interest will be paid to 
him in five equal annual installments. 

An advisory committee to administer and to interpret the 
retirement plan, and to advise employees in the use of the 
funds thereunder, is composed of a duly elected representa- 
tive of the employees who belong to the Union, a duly 
elected representative of the employees who do not belong 
to the Union (stenographers, clerks, foremen, etc.), and the 
personnel director of the company. Decisions of the ad- 
visory committee in relation to the eligibility and the amount 
of benefits due to any employee are binding upon all parties, 
and there is no further recourse. 

One thing not mentioned in the previous discussions has 
been the method of keeping employees posted as to how the 
profit-sharing plan was progressing. It is most important 
that each month just as soon as the books can be balanced, 
and the net operating profit determined, that the amount 
credited to profit-sharing of employees under the plan be 
posted, shown for that month and also the cumulative total 
for the fiscal period to date. In actual operation, it is also 
advisable and extremely important that such items as lost 
time, scrapped material, and all the other things that miti- 
gate against profits be shown in their true dollar value, 
and a discussion, either in bulletin form or in some form, 
be made as to just what percentage this amount bears to 
the earnings themselves—or, to put it another way, how 
much larger the earnings per employee could have been had 
there not been so much scrap, lost time, absenteeism, etc. 
In our experience, employees watch for the monthly post- 
ing of these figures witr a great deal more interest than 
they watch anything else. Our experience also shows that 
poor workers are automatically weeded out after being 
warned that they are not “playing ball,” and that the en- 
tire group are most receptive to suggestions from manage- 
ment as to how productive processes can be improved, there- 
by creating more profits, and also that from employees 
themselves come all manner of good suggestions as to how 
profits can be increased. It is extremely important that 
management use every opportunity to discuss the problems 
of the business with its employees, and do it in the light of 
actual operating figures rather than in generalities. This 
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creates more good feeling and teamwork than anything else 
possibly could create. 


” * o a. . 


Just to sum-up, then, here are the important points, in 
our opinion at least, to be kept in mind when laying out 
a real profit-sharing plan—one that will WORK: 


1. The plan must be a combination of cash payments 
and payments towards an employee’s retirement 
fund. 

The profit-sharing plan must never be used as even 
a partial substitute for fair wages and salaries. 
The plan must be guaranteed for a definite period— 
the longer the better—and the percentage of profits 
to be so paid guaranteed, likewise. 

The cash distribution plan must be on a share and 
share alike basis for ALL employees—the retire- 


ment payments slanted towards the lower income 
employees. 

The plan must include well-thought-out methods of 
disseminating information about the earnings of 
the business to its employees. 


If these points are remembered, and management, from 
Board Chairman to foreman, are sold on the plan and its 
possibilities, the profit-sharing plan will not only work— 
getting stronger and stronger each day, but will provide 
the only key to industrial teamwork. Without this key 
management will find itself constantly confronted with 
problems which will increasingly become more difficult to 
resolve. Having the key, in the form of real profit-sharing 
business becomes easier to operate, profits are greater, em- 
ployee earnings are greater, and the product can be sold 
for less. This is not a guess, nor is it wishful thinking. 
Our records prove it. 


Your Future Is What You Make It 


CORRECTING MUDDLED THINKING AND ERRONEOUS IDEAS 
By THE REV. NORMAN VINCENT PEALE, D.D., Minister, 
Marble Collegiate Church, New York, N. Y. 
Delivered at the 53rd Annual Congress of American Industry, New York, N. Y., December 3, 1948 


HILE at heart the average American wants to be- 

lieve in the superiority over all other systems of the 

American free enterprise way of life, yet so many 
aspersions have been cast upon it that he is bewildered. We 
who believe that free enterprise is the right way for Amer- 
ica must certainly do more than to grumble and complain 
that so many people are flirting with left wing ideas. This 
condition exists because those who believe in the free enter- 
prise system have not been as active and astute in presenting 
their side of social problems as have the advocates of col- 
lectivism. Personally I believe that many people who are 
embracing socializatien ideas do so simply because they have 
never thought through the old question of economics in re- 
lation to social questions. What, therefore, can the indi- 
vidual industrialist and businessman do to correct muddled 
thinking and erroneous ideas in his own community ? 

First, he must realize that he personally is the important 
factor in changing people’s thinking. He must not expect 
it to be done by an association or by a remote office or by 
literature. He must be an individual committee of one, a 
missionary to his own community. If the Communists carry 
forward their doctrine through the zeal and efficient activity 
of numberless individuals, so must the free enterprise sys- 
tem depend upon the same procedure. There is no substi- 
tute for an enthusiastic, enlightened, efficient, personal rep- 
resentative meeting people face to face and selling the sys- 
tem by the infection and enlightenment of his own enthu- 
siasm. 

Second, know the opinion making forces in your commu- 
nity which are: (1) The minister. Over twenty million 
people on the average go to Church in the United States 
each Sunday. They hear ideas that have behind them the 
sacred sanction of the Church. These ideas are preached 
every Sunday, fifty-two Sundays a year. People do not 
realize the tremendous weight which religion has in form- 
ing opinions about matters relating to social affairs. (2) 
Realize also the power of the teachers of your community 
to influence the minds of your children. (3) Realize the 


power of those who work with the social agencies. These 
three groups are not to be propagandized but they are to 
be met on a friendly basis for an understanding of the prob- 
lems affecting all of us. But do not minimize any one of 
them for they are slowly but surely determining to a large 
degree the thinking of America. 

Third, get acquainted with your minister. If you dislike 
the social ideas which he preaches from the pulpit do not 
condemn him or absent yourself from church, or withdraw 
your support. That only turns him over to your enemies. 
Remember he is a sincere man. He tries to think things 
through. If you do not believe he has thought them through 
clearly, it is not reasonable to condemn him for his errors 
but to help correct him. In correcting him do not patronize 
him, do not instruct him from some vast height of superior 
understanding on the assumption that the minister knows 
nothing about economics. He is trying to study economics 
and ministers are well trained, intelligent, scholarly men. 
Meet him on his and your own level. Cultivate his friends. 
Become a personal friend of his. Take your problems to 
him. Many of your business problems are not related to 
machinery or finance, but to people. Conceive of him as 
an expert in people which he usually is. Take him into 
your counsel, lay your business problems before him. Let 
him see through your eyes so that he will have a practical 
not a theoretical conception of the problems of a business- 
man. Get him to help you arrive at solutions. He will be- 
gin to see things from an entirely different angle on this 
basis. Also let him see that you are not an unsocial, grasp- 
ing, greedy individualist but that you have a sense of re- 
sponsibility for people. As he knows you and becomes inti- 
mately acquainted with the problems which affect you as a 
businessman, he will then begin to see the broader problems 
of all business. Discuss with him the relations of Christian- 
ity to business activities. Ask him to help you integrate 
religious principles into your work. When he does this not 
on a theoretical but a practical basis, he will tend to become 
more practical and maybe you will become more spiritually 
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understanding. The point at which you meet will mean that 
you cease to become opponents but you become cooperative 
friends. 

Fourth, take a piece of paper and write down the names 
of all the friends you have in your community. Determine 
whether they are all in “your bracket.””’ Make a resolution 
that in the next year you are going to double the number 
of your friends in your community and that you will in- 
crease the number of those who are “outside your bracket.” 
Expand your circle of friends and acquaintances to include 
all types of people and wherever you have an opportunity 
discuss with them the problems of a businessman and inas- 
much as every human relationship has to be two sided, 
listen to the other fellow’s problems as well. If every busi- 
nessman in America would double the number of his friends 
outside his own limited circle the effect in creating new 
understanding of business and the free enterprise system 
would be tremendous. 

Fifth, take the same attitude toward the teachers of your 
children as was suggested that you take toward your min- 
ister. Take the teacher into your plant or into your place 
of business. If you are a manufacturer, have stated times 
when teachers and ministers, social workers, and others can 
visit your plant and study the processes and it would be 
worth the time to take them through yourself. Don’t de- 
pend upon giving a luncheon or a contribution because 
these endeavors as good as they are will not change people’s 
thinking. Get close to people in a humble, genuine, sincere 
manner. 

Sixth, stimulate essay contests in schools on American 
free institutions, giving a prize that is worthwhile and sup- 
plementary prizes. This will give you an opportunity to 
supply literature and it would also be effective to set up 


businessmen’s consultation committees where those partici- 
pating in the contest can go to call on businessmen for 
their ideas, illustrations, and information. Have contests 
in Sunday Schools on the relation of Christianity to busi- 
ness and the relation of both to freedom. Here again you 
have an opportunity to supply literature to meet the heavily 
overbalanced left wing literature which is flooding the 
churches. 

Seventh, look over the field of literature and see if you 
can find, for I know you can, literature that has a religious 
slant. Subscribe for your employees, for your community, 
associates, for the students in the high schools and colleges. 
This suggestion is on the basis that the United States is the 
first great nation in history to be established on a definitely 
religious base. There are certain great ideas that are com- 
mon to Protestantism, Catholicism, and Judaism. If we 
can saturate all sorts and conditions of people in this coun- 
try with the religious principles upon which this country 
was established, it will be the greatest resisting force to 
Communism and every other subversive movement that it 
is possible to create. Let an individual man feel his dignity 
as a child of God. Let him have a deep, sincere religious 
sense and it will be next to impossible for any Communist 
to win him over to his cause. He is more likely to win the 
Communist over to his point of view. 

In order to save ourselves we have to permeate the in- 
dustrial organizations, the business houses, the social life 
of America with a revitalized religious faith. When religion 
declines, Communism will develop. If men no longer have 
the great God as their God, they will make the State their 
God. Remember the terrible warning of William Penn, 
“If we are not governed by God, we will be ruled by 
tyrants.” 


What Research Is Doing for You 


IMPORTANCE OF NATIONAL RESEARCH COUNCIL FELLOWSHIP PLAN 
By DR. ROBERT A. MILLIKAN, Professor Emeritus of Physics, California Institute of Technology 


Pasadena, California 
Delivered at the 53rd Annual Congress of American Industry, New York, N. Y., December 3, 1948 


HIS subject was assigned to me, but I could not have 

chosen a better one. However, even to begin to treat 

it should require a volume rather than a thirty-minute 
address. A well-known public speaker once remarked rue- 
fully after disastrous consequences had followed misplaced 
humor, as they often do, “I rose by my gravity and fell by 
my levity.” 

I use this incident as an introduction to my speech on 
Research and Industry for the sake of calling attention to 
the fact that what is absurd or ridiculous today was per- 
fectly good science, or at least perfectly good philosophy, 
not more than 300 years ago—that the very existence of a 
“law of gravity” was discovered as late as 1660 A.D., and 
the “levity” and “levitation” have through all recorded his- 
tory up to Newton:been just as acceptable scientific ideas 
as gravity and gravitation—so recently have we begun to 
understand just a little bit about the nature of the world 
in which we live. That is one thing that “research has 
done for you.” 

Nor do I need to go back 300 years to make my point 
as to the newness of our knowledge. It is within the mem- 
ory of every man of sixty in this audience that in the great 
Empire State of New York the question could be seriously 





debated, and in the most intelligent of her communities, 
too, as to whether Archbishop Usher’s chronology com- 
puted by adding Adam’s 930 years to Enoch’s 365 years to 
Methuselah’s 969 years, etc., gave the correct date of the 
creation, though we now know from radio-active measure- 
ments that the age of the earth is not less than two billion 
years. That, again, is another thing that “research has done 
for you.” 

But what has this to do with “Science and Industry?” 
Everything! For mankind’s fundamental beliefs about the 
nature of the world and his place in it are in the last 
analysis the great moving forces behind all his activities. 
Hence the enormous practical importance of correct under- 
standing as a guide to all actions. It is man’s beliefs about 
the nature of his world that determine whether in Africa 
he spends his time and his energies in beating tomtoms to 
drive away the evil spirits, or in Phoenicia in building a 
great “burning fiery furnace” to Moloch into which to 
throw his children as a sacrifice to his God, or in Attica 
in making war on his fellow Greeks because the Delphic 
Oracle, or the flight of birds, or the appearance of an ani- 
mal’s entrails bids him to do so, or in medieval Europe in 
preparing for the millenium to the neglect of all his normal 
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activities and duties as he did to the extent of bringing on 
a world disaster in the year 1000 A.D., or whether he spent 
his energies in burning heretics in Flanders or drowning 
witches in Salem, or in making perpetual motion machines 
in Philadelphia or magnetic belts in Los Angeles, or sooth- 
ing syrups in New Fngland. 

‘The invention of the airplane and the radio are looked 
upon by every one as wonderful and preeminently useful 
iwhieveinents, and so they are—perhaps one-tenth as useful 
as some of the disceveries in pure science about which I 
wish to speak today, and hence worthy of at most two or 
three minutes of a thirty minute speech on the relations of 
research to industry. 

Look, then, for a moment at the historic background out 
of which these modern marvels, the airplane and the radio 
have sprung. Neither of them would have been at all 
possible without 200 years of work in fundamental science 
before any bread and butter applications were dreamed of— 
work beginning in the sixteenth century with Copernicus 
and Kepler and then Galileo, whose discoveries for the first 
time began to cause mankind to glimpse a nature and a 
nature’s God, not of caprice and whim as had been all the 
Gods of the ancient world, but instead a God who rules 
through law, a nature which can be counted upon and hence 
is worth knowing and worth carefully studying. This dis- 
covery, which began to be made about 1600 A.D., I call 
the supremely useful discovery of all the ages, for before 
any so-called practical application was ever dreamed of, it 
began to change the whole philosophical and religious out- 
look of the race, it began to effect a spiritual and an intel- 
lectual, not at first a material revolution—the material 
revolution came later. ‘The Reformation preceded the ma- 
chine age. ‘This new knowledge was what began at that 
early time to banish the monastic ideal which had led thou- 
sands, perhaps millions of men, to withdraw themselves 
from useful lives. It was this new knowledge that began 
to change man’s conception of his duty, which is the essence 
of religion—to inspire man to know his universe so as to 
be able to live in it more rationally. 

As a result of that inspiration there followed 200 years 
(1600-1800) of pure science involved in the development 
of the mathematics and of the celestial mechanics necessary 
merely to understand the movements of the heavenly bodies, 

useless knowledge to the unthinking, but all constituting 
an indispensable foundation for the development of the ter- 
restrial mechanics—the power machines—and the industrial 
civilization which actually followed in the nineteenth cen- 
tury; for the very laws of force and motion essential to the 
design of all power machines of every sort were not only 
completely unknown to the ancient world, but completely 
unknown up to the time of Galileo and Newton. 

Do you practical men fully realize that the airplane was 
only made possible by the development of the internal com- 
bustion engine, and that this in its turn was only made 
possible by the development of the laws governing all heat 
engines, the laws of thermodynamics, through the use for 
the hundred preceding vears of the steam engine (1780- 
1880), and that this was only made possible by the pre- 
ceding 200 years of work in celestial mechanics; that this 
again was due to the discovery by Galileo and by Newton 
in the first half of the fifteenth century of the laws of force 
and motion, which have to be utilized in every one of the 
subsequent developments? That states the relationship of 
pure science to industry. The one is the child of the other. 
You may apply any blood test you wish and you will at 
once establish the relationship. Science begat modern in- 
dustry, and the son now owes a great debt to its parent. 

In the case of the radio art, the commercial values of 


which now mount up to the billions of dollars, the parentage 
is still easier to trace. For if one’s vision does not enable 
him to look back 300 years, even the shortest-sighted of 
men can scarcely fail to see back as much as forty years. 
For the whole structure of the radio art has been built up 
since 1910, definitely and unquestionably upon researches 
carried on in the pure science laboratories for twenty years 
before anyone dreamed that there were immediate com- 
merical applications of these electronic discharges in high 
vacua. 

It is precisely the same story everywhere in all branches 
of human progress. 

So far I have merely traced the historical steps and the 
researches through which the heat engine and the dynamo, 
which now do practically the whole of the world’s physical 
work, came into being. Now let me trace similarly the 
transition from 19th to 20th Century physics. 

This transition was probably made as dramatically in my 
case as in that of anyone in the world, for 1 was in the 
fortunate position of having entered the field just three 
years before the end of the complete dominance of nine- 
teenth-century modes of thought. In those three years 
(1896-1898) I had the privilege of personally meeting and 
hearing lectures by the most outstanding creators of nine- 
teenth-century physics—the giants Kelvin, Helmholtz, 
Boltzman, Poincare, Rayleigh, Van’t Hoff, Michelson, Ost- 
wald, Lorentz—every one of whom I met and heard be- 
1892 and 1896. In one of these lectures I listened with 
rapt attention to the expression of a point of view which 
was undoubtedly held by most of them—indeed by prac- 
tically all physicists of that epoch; for it had been given 
expression more than once by the most distinguished men 
of the nineteenth century. 

The speaker had reviewed, first the establishment and 
definite proof of the principles of mechanics during the 
seventeenth and eighteenth centuries, culminating in La 
Place’s great ““Mecanique Celeste” (Celestial Mechanics) ; 
then he had turned to the wonderfully complete verification 
of the wave theory of light by Young, Fresnel, and others 
between 1800 and 1850, experiments which laid secure 
foundations for the later structure known as “the physics 
of the ether,’’ one of the most beautiful products of nine- 
teenth-century thinking and experimenting; then he had 
traced the development in the middle of the century of the 
greatest and most fundamental generalizations of all sci- 
ence, the principle of the conservation of energy, and finally 
of the development by Maxwell (1867-83) of the electro- 
magnetic theory and its experimental verification by Hertz 
in 1888, only six years earlier than the date (1894) of the 
lecture in quest‘en. This theory abolished in all particulars 
except wave length the distinction between light, radiant 
heat, and long electromagnetic waves, all these phenomena 
being included under the general head of the physics of the 
ether, or the physics of radiant energy. 

Then, summarizing this wonderfully complete, well-veri- 
fied, and apparently all-inclusive set of laws and principles 
into which it seemed that all physical phenomena must for- 
ever fit, the speaker concluded that it was probable that all 
the great discoveries in physics had already been made and 
that future progress was to be looked for, not in bringing 
to light qualitatively new phenomena, but rather in making 
more exact quantitative measurements upon old phenomena. 

Just a little more than one year later and before I had 
ceased pondering over the aforementioned lecture, I was 
present in Berlin on January 4, 1896, when Roentgen pre- 
sented to the German Physical Society his first X-ray photo- 
graphs. These clearly demonstrated that he had found 
some strange new rays which had the amazing property of 
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penetrating as opaque an object as the human body and re- 
vealing on a photographic plate the skeleton of a living 
person,—a startling discovery so uncanny that it took to 
itself wings and at once set the world agog. 

Here was a completely new phenomenon—a qualitatively 
new discovery and one having nothing to do with the prin- 
ciples of exact measurement. As | listened and as the world 
listened, we all began to see that the nineteenth century 
physicists had taken themselves a little too seriously, that 
we had not come quite as near sounding the depths of the 
universe, even in the matter of fundamental physical prin- 
ciples, as we thought we had. Here again was something 
“research had done for you.” 

This was the dramatic introduction, from the standpoint 
of one of the very young stage assistants in the play, to the 
new period in physics. Nobody at that time dreamed, how- 
ever, what an amazing number of completely new phe- 
nomena would come to light within the next ten years, nor 
how revolutionary, or, better, how incomprehensible in 
terms of nineteenth century modes of thought some of them 
would be. But at any rate, Roentgen’s discovery began to 
prepare the mind for the startling changes that were to 
come. 

The next of those great discoveries came in less than a 
year. The discovery of X-rays in December, 1895, had re- 
vealed a whole new domain of ether physics,—phenomena 
that travel with the speed of light—of whose existence prior 
to 1895 we had been completely unconscious. The discov- 
ery of radio-activity, discovery No. 2, which came in 1896, 
now revealed an entirely new property of matter and quite 
as important a property, so far as its influence upon our 
conceptions of our world are concerned, as any which had 
ever been discovered. For it forced us, for the first time, 
to begin to think in terms of a universe which is changing, 
living, growing, even in its atomic elements—a dynamic 
instead of a static universe such as the nineteenth century 
had assumed. It has exerted the most profound influence 
not only upon physics which gave it birth, but also upon 
chemistry, upon geology, upon biology, upon philosophy and 
religion, changing our ideas in all of them. For radio- 
activity not only revealed for the first time a world chang- 
ing, transforming itself continually even in its chemical ele- 
ments, but it also began to show the futility of the gross 
mechanical pictures upon which we had set such store in 
the nineteenth century. 

Again, one had to wait only another year for the appear- 
ance of another stupendous discovery,—discovery No. 3. 
Roentgen’s discovery furnished an instrument and a tech- 
nique which made possible the rapid development of the 
electron theory of matter by J. J. Thomson of England in 
1897. This was one of the grandest, because the simplest, 
of all the great physical generalizations. It pictured the 
electron not only as a constituent of all the atoms of matter, 
but also as the binding element that held the atoms together. 
What that discovery has done for industries is immeasurable. 
It created billion-dollar industries galore. Radio, radar, 
motion pictures, broadcasting,—the miracle of one man’s 
voice and influence reaching around the world. There is 
scarcely an industry that does not use that electronic dis- 
covery. One now asks, what hasn’t that “research done 
for you?” 

But, further, these three great discoveries were soon fol- 
lowed by Planck’s even more fundamental one,—discovery 
No. 4—conceived in the course of lectures I, took with him 
in 96, namely, the discovery of discontinuous, jump-like, or 
“quantum” energy and momentum changes. The reason 
this discovery had not been made earlier is that man was 
here entering a thus far almost completely unexplored do- 





main, namely, the domain of subatomic or microscopic, as 
distinguished from ordinary or macroscopic, energy and mo- 
mentum exchanges. This field is most simply entered through 
photo-electric research, already found industrially very use- 
ful, especially in television. These last three discoveries, 
2) radio-activity, 3) electronics, +) quanta, actually deter- 
mined the direction of my own study and research for the 
next fifty years. 

But the greatest discovery of all,—discovery No. 5— 
came in 1905. It may have been something of a blow to the 
nineteenth century to learn of the general transmutability 
of the elements, but how much more of a shock to find that 
the principles of the conservation of matter itself is defi- 
nitely invalid. Beginning in 1901, the mass of an electron 
was shown by direct experiment to grow measurably larger 
and larger as its speed is pushed closer and closer to the 
speed of light, i.e., energy is here being transformed into 
mass, or inertia. But of much greater interest than that is 
the reverse process found through the fact that Einstein 
worked out of the relativity formula a general relation be- 
tween the two quantities, energy and mass, of the form 
me* = E in which m means mass in grams, c* is the velocity 
of light squared, or the enormous number 9 x 10*°, and E 
is energy in ergs. This equation seems now to have the 
best of experimental credentials. ‘The atomic bomb at least 
has convinced the world of that. If it is a correct one, it 
ineans that matter itself in the Newtonian sense, the quantita- 
tive measure of which is mass or inertia, has entirely disap- 
peared as a distinct and separate entity, i.e., as an invariant 
property of any system. In other words, matter may be anni- 
hilated, the equivalent radiant energy appearing in its place; 
and in view of the enormous value of the factor 9 \. 10°", a 
very small number of grams of matter may transform 
themselves into a stupendous number of ergs of energy. 
Thus, according to Einstein’s equation, one gram of mass 
transforming itself into heat or radiant energy per second 
means the development of 90 billion kilowatts of power— 
an almost unthinkable rate of energy production. 

It is well known with what joy the astronomers have 
seized upon this fact to enable them to escape man’s other- 
wise insuperable difficulties encountered because the sun, 
for example, cannot possibly have been pouring out heat as 
long as it is now known to have been doing if it is merely a 
hot body cooling off. Or again, if it were pure carbon and 
oxygen in their proper combining ratio the sun would burn 
itself out in only 2500 years. If, however, it has the ca- 
pacity at the enormous temperatures existing in its interior, 
say 40,000,000° Centigrade, of transforming its very mass 
into radiant energy, the great mystery of its enormous life- 
time is solved. But what a shock it would be to Lord Kel- 
vin if he could hear the modern astronomers talking about 
the stars radiating away their masses through the mere act 
of giving off light and heat, but this is now orthodox as- 
tronomy, and that again is something that “research has 
done for you.” 

Further, we now think we know the process by which 
this transformation takes place, namely, it is the process of 
the building up of the heavier elements out of the lightest 
primordial element, hydrogen, which still constitutes a con- 
siderable part of the sun’s mass. We now estimate that 
80% of the sun’s atoms are hydrogen atoms. Here is the 
key to the evolution of heat by the sun. Accurate measure- 
ment actually shows that the four uncombined hydrogen 
atoms weigh more in the uncombined state, and the differ- 
ence, called the “packing fraction energy,” is what feeds the 
furnaces of the sun, which generously sends our share down 
to the earth for storage in coal or oil or for direct use in 
wind-mills, solar heaters and the like. Mother Earth has 
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stored away in coal alone enough solar atomic energy to 
keep us going for 4,000 years at the world’s present rate 
of use of heat and power. 

According to my calculations, there may be 1% as much 
packing fraction energy available to us through the fission 
of uranium as through the burning of coal. Therefore, if 
| am right those of you who are in the power industry don’t 
need to fear ever being put out of business by fission energy. 
Chis had already shown great biological usefulness, but 
uranium’s practical utility is limited by its rarity, by its com- 
mercial availability, and if man has got any intelligence at 
all he will conserve his uranium and not burn it up on heat 
or power plants. There is no atomic packing energy to be 
vot out of the common abundant elements. That, again, is 
something that “research has done for you.” 

Now, let me close by telling you what I think industry 
should do in its own interests and at the same time, though 
only incidentally, to pay back a little bit of the debt it owes 
to both fundamental and applied research, which I treat 
here as one since all research that increases our knowledge 
of nature or our control over her processes is useful research, 
as | have attempted through the foregoing history to show. 
What such research, then, whether you call it pure or ap- 
plied, has done in the past for you it can assuredly do even 
more fully in the future if you act with wisdom and in- 
telligence. The key to the whole problem lies in the care- 
ful selection and training of young research men. 

Within the last forty years the United States has helped 
mightily to save world civilization twice when it was threat- 
ened by the spirit of the wild beast. What is happening 
now in international affairs shows clearly that that spirit 
is not yet dead and that therefore we must provide the most 
effective defense against it of which we are capable. 

I think that the most obvious teaching of the last two 
vears in both England and America is that the most effec- 
tive defense consists in having an adequate supply of able, 
well trained scientific men. 

But that is not only the key to our defense. It is also 
the key to all our future progress as a nation. The Rocke- 
feller Foundation saw this thirty years ago, and in collabo- 
ration with some of us officers of the National Research 





Council set up the National Research Council Fellowship 
Board to meet that need. I can give you statistical evi- 
dence that since the date at which this step was taken the 
United States has risen from a place well down the line 
among the nations in productivity in both pure and applied 
science,—certainly in physics, chemistry, biology and medi- 
cine—to a place of world leadership in all these fields, and 
1 attribute that change largely to the National Research 
Fellowship plan. Not only that, but those National Re- 
search Council fellows also were found in key positions in 
World War II. They certainly did their full share in the 
winning of that war. Though specifically trained in so- 
called fundamental science, they actually came strikingly 
into leadership in the practical problems of the war,—that 
is in radar, in rockets and other phases of jet propulsion, in 
atomic energy development, in meteorology, etc., problems 
which the exigencies of war brought forth. 

This well tested National Research Council Fellowship 
plan could be and should be very greatly expanded now, 
and without essential change. It is a highly competitive plan 
of proved effectiveness for picking and training the ablest 
research material among the nation’s coming leadership in 
science and its applications. In my judgment, this is a re- 
sponsibility that should be assumed by industry in the in- 
terests of its own progress, but the results would be avail- 
able for the national defense as well as was the case in 
World War II. 

If the foregoing move is made in a large way by industry 
in the interests of picking and training its most effective 
personnel for its own use, the movement will be entirely 
removed from the corrupting influence of politics and from 
all the trends toward totalitarianism or statism, in which 
lies the greatest menace to the future of a free America. 
The need is great and the time is critical,—no less critical 
than when the immortal Lincoln raised the question whether 
this nation or any nation conceived in liberty and so dedi- 
cated could long endure. Never in our history have the 
forces tending to destroy the free American way of life 
bequeathed to us by the founding fathers, been so strong 
the world over as at this moment. Here is, I think, one of 
the most effective ways of preserving our freedom. 
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IGH in the horrors of history ranks the bubonic 

plague, too occasionally visited upon careless, popu- 

lous areas permitting the multiplication of rodents 
that contract and become infected with the dread disease. It 
is communicated to humans by one of our tiniest but most 
agile insects—the flea—which, through its bite, transmits 
the germ that inoculates the bite. It causes and is identified 
by a swelling of the lymphatic glands, with the job of ab- 
sorbing such poison, and trying but failing therein. 

It is usually fatal—as a human ailment rates unusually 
high in mortality. Once started it quickly becomes epidemic. 
Historic treatment has been mass exodus from the affected 
area and abandonment of the afflicted. Although more fre- 
quent in the overbred portions of the Orient, it almost 
devastated London in 1665. Following the ravages of its 


course, the survivors return, belatedly eradicate the remain- 
ing rodents and again begin their pursuit of human caprice. 
Sensible, scientific consideration could have avoided the dis- 
aster by earlier rodent control and elimination—simple 
sanitation. 

The word “lymphatic” is defined as phlegmatic or slug- 
gish, and has been assigned medically to parts of the human 
body—protecting glands—whose failure to function destroy 
the complicated fabrication of which they are a seemingly 
insignificant part—‘‘itsy-bitsy” units of the human body. 

How comparable to the body politic whose units are indi- 
viduals. These human individuals are the glands of the 
comprehensive creature—government—which shall determine 
their freedom, prosperity and happiness or their enslavement, 
poverty and misery. If they shall be phlegmatic and sluggish 
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in the performance of their functions, a plague will destroy 
their joint creation and themselves. 

To demonstrate the analogy, please recognize that govern- 
ment—free government—is the people themselves, acting in 
their composite alter ego. To function it must obtain and 
employ those funds necessary to its operation. It can raise 
revenue solely through taxation—because it has no other 
source. The people must provide their national expression 
with fhe moneys required for its performance of their will. 
Never forget that they, acting through freely and secretly 
chosen representatives, govern themselves—determine and 
dictate the kind and extent of government they want. Thus 
they fix expenditures and tax themselves. 

Now, if there be human “‘rodents’’ who disease themselves 
with the philosophy of the “isms’’: that government can and 
should do all things for all people; that the individual is 
not a free human being but just a thing of the state; that, 
notwithstanding our attainment of world envied abundance 
and contentment thereby, individual enterprise is wrong 
or has failed; that Socialism, Collectivism or Communism 
promises something better, justifying abandonment of the 
here obvious exemplification of individualism for the else- 
where and everywhere discredited procedures of Collec- 
tivism; they establish the source of contamination. Then if 
their fellow traveling “fleas” bite the selfish, thoughtless, 
thriftless members of society and pressure groups, there are 
begotten colonies of deadly germs menacing to our citizen 
sovereignty. If enough of these “fleas’”’ (and one is enough) 
bite enough of our citizens, the remaining units or glands of 
our body politic can not absorb the poison—particularly if 
they are phlegmatic and sluggish—and an epidemic impends. 

The people are easily intrigued with the thought they 
should have all they can get, that they have not enough, and 
that government can give it to them—‘for free.” After long 
years of fallacious propaganda; that they are deprived of 
their share by a malicious few who exploit them; that they 
need not exert themselves in and for the greater production 
of their necessities, comforts and luxuries; that they need 
only give power—and more power—to the demagogues who 
fashioned the false propaganda; they are highly susceptible 
to this poison carried by the “fleas.” 

Hence the epidemic of government spending for paternal- 
ism, resulting in bureaucracy—the bubble of bubonic budgets 
and the swelling no glands could absorb. 

But we can not flee this plague of spending, taxation and 
inflation, there is no place of refuge, because most of the 
rest of the world is already afflicted—caught in the con- 
tagion of such “foolosophy” and the chaos so produced. No, 
we must fight it out—win or lose—right here. 

Let’s evaluate the philosophy, purpose, and plunder of 
these, who would destroy us and undertake their political 
eradication—now, not after the plague shall have taken its 
toll. Let’s find and apply the antidote before the poison 
takes its fatal hold and “ism” rigor mortis sets in. 

Most of these real human “rodents” were spawned in 
alien lands, where misery and slavery may have been the lot 
of their progenitors, where they were fed and matured upon 
hatred of those whom they, rightly or wrongly, blamed for 
their poverty and tragedy. Discharging themselves from all 
responsibility for their fate, their pet hate is authority or 
government, which, in fanatical delusion, they build into 
the implement of their torment, the instrument of their 
alleged tormentors. In their tortured minds, government 
becomes their arch enemy. As fugitives or refugees, even in 
the land of the greatest liberty, and freedom from the fic- 
tions of distorted mentality, many can not free themselves 
from the inbred hatreds. Looking upon government as their 
eternal foe they plot its destruction. 








Seeking out the malcontents and dissidents, they consort 
therewith, exaggerate the fancied ills of their victims, drone 
the dirge of their own allergy—a requiem of wrongs—and 
win recruits to their vicious purpose. Those whom they 
cannot convince completely, or victimize with their venom, 
they confuse and bewilder with the dramatization of imagi- 
nary injustices and the glorification of promised “pie in the 
sky.” 

There are relatively few such “‘sappers,”’ but they attract 
many followers. Political charlatans rave at the “rodents” 
but flirt with the “fleas”—because they are great in number, 
activity and votes—AND THEY ALWAYS vores. Altogether 
these pests are largely less in number than the people, but so 
much more active and purposeful. 

Their objective being a sort of anarchy, the overthrow 
of government—free government—or its subjection to their 
control, they search out its source of existence and find that 
to be individualism, industrialism, capitalism, wherein each 
owner of a modest home, farm, life insurance policy, bank 
account, bond, share of stock, automobile job or small busi- 
ness venture, IS A CAPITALIST. 

How then shall they destroy such government? By the 
destruction of its source: individualism by baiting the indi- 
vidual to become a pawn of the state; industrialism by gov- 
ernment ownership and operation of all industry—abolishing 
private ownership of property; capitalism by the destruction 
of capital. Then in common poverty and misery—upon 
which it feeds—Socialism takes over. Such are the plot and 
the poison. 

The government of a vigorous and virile people is not so 
easily destroyed—when it is their own free government; nor 
is the economy that provides for them the greatest abundance 
of the good things of life throughout all history; nor is 
individual liberty when realized and prized. Yet all are so 
easily destroyed and lost, unless properly appraised and con- 
tinually re-won by the eternal vigilance that is their price. 

The attack upon such a citadel must be cunningly schemed 
and executed. The victims must be deceived with promises 
of greater abundance and freedom. So, on the one hand, 
is magnified their small grievances and, on the other, exag- 
gerated the false promises. They are led to demand more 
from government—requiring increasing spending and taxing 
—unearned higher wages and unjustified lower prices from 
all industry—exhausting its source of maintenance and re- 
plenishment. That is the “ism’’ pattern. 

They would destroy free government by spending and 
taxing it—the people—into insolvency and Socialism—free- 
private-competitive-enterprise, or capitalism, by the exhaus- 
tion of capital in taxation and inflation. 

Let’s see how the plot has progressed elsewhere, compute 
its growth in America, and ask if “it” can happen here. 

Throughout all civilized history, of which reliable records 
exist, there have been sporadic up-risings or epidemics of 
such “isms.” In recent modern times, beginning with the 
19th Century, the strongest early advocate thereof was the 
“Iron Chancellor,” Bismarck, who—compromising with and 
ensnaring the Socialists—employed some of their techniques 
to make automatons or robots of the German people—com- 
pletely subject to the will of their master. He first used 
“Social Security” as bait. Welded into a “one man’ con- 
trolled existence, Germany became apparently but abortively 
a powerful nation of political mechanisms—Frankensteins— 
twice, and finally led into ruin through the ruthless ambition 
of his successors. 

Then followed Russia, Italy and Spain in the world wars. 
Fifteen nations, including the satellites of Russia, now 
writhe in the throes of “isms’—France paralyzed in the 
present struggle and “Old England” following suit. The 
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Scandinavian countries have long experimented with parts of 
the philosophy to their serious detriment. China, India, 
Korea, and the Malay States are sinking into the morass. 
Greece, Turkey, Egypt, and all of the Near East stand at 
the brink. 

This affected area encompasses the larger part of the land 
mass of the earth and ail or much of five of the former seven 
World Powers. Japan is presently sterilized, leaving the 
United States of America the sole surviving great nation 
to champion individual liberty, initiative, incentive, oppor- 
tunity and free government. 

That is the world situation. What of our own? 

Surely too felt and remembered, without reiteration, are 
the present and recent powers of supervision, regimentation 
and control of our business and private lives, as held and 
exercised by centralized federal government. Need you be 
reminded our almost every act must run the gauntlet, if 
not the gamut, of some such supervision, and that the threat 
of another war suggests the multiplication and, perhaps, 
permanent infliction upon us of such powers and restric- 
tions? 

‘These powers require, feed upon and multiply like 
amoebae under, government spending. So such spending may 
have sinister significance. 

But to the bubo of budgets. With that truly epitomized 
preface, let’s speak of spending. Surely you expect some facts 
and figures, and you shall not be disappointed—but will be 
plagued. 

A review of the present century—almost half gone—dis- 
closes startling statistics. 

For the first ten years federal expenditures averaged $575 
million—half a billion. In the teen age decade—which 
witnesses World War I—that average was $3.8 billion. 
During the 1920’s—notwithstanding some $10 billion of 
debt reduction—the average was $3.7 billion. Throughout 
the 30’s—with its depression—$6.2 billion. The +40’s— 
cursed with World War II1—hit the jack-pot with $51.7 
billion. For the four postwar years—'46 through °49, and 
using the current budget for the latter year ending June 30 
next—the average will be $48 billion—80 times that of the 
first decade, 12 times that of the second, and 7 times that 
of the 30’s. 

During the fiscal years 1933 through 1949 our federal 
government will have collected in taxes $295 billion and 
have expended at least $525 billion. 

‘The War year 1945 marked the peak of spending, with a 
budget in excess of $100 billion—more than this nation had 
spent from the inauguration of President Washington to the 
administration of President Hoover, 140 years burdened 
with four conflicts—the War of 1812, the War between the 
States, the Spanish American War and World War I. 

Suppose we superimpose the fiscal record of the current 
vear over that of 1933. 

In 1933 federal expenditures were 3.8 billion; this year 
they may be $43 billion—11 times as much. 

Federal revenues were $2 billion in 1933; estimated 


revenues for ‘49, $41-45  billion—more than 20 times 
greater. 

For ‘33 individual and corporation income taxes totaled 
$746 million—+4 of a billion; for ’49 the President esti- 


mates those taxes at $33 billion—some 40 times greater. 

Our national debt in '33 was $22 billion; today it is $252 
billion—more than 11 times greater. 

Federal civilian employees numbered 572,000 in ’33; now 
almost 2,200,000—nearly 4+ times as many—and were paid 
$972 million then as against more than $6 billion this year 
—6 times as much. 

In 1933 we were not asked to provide $15 billion for 
National Defense, $6 billion for Veterans’ care, education 






and hospitalization, $7 billion for foreign aid, $5% billion 
just for interest on the national debt, and $3 billion for 
public works. This is the genesis of a suggested budget next 
year that may exceed $45 billion—five years postwar. 

Following long years of research, and three of intensive 
study, your NAM Government Spending Committee, 
staffed with the most excellent experts and composed of 
more than 100 practical business executives, has concluded 
next year’s budget could be held within a maximum approxi- 
mating $37 billion. This is premised upon findings of 
Congressional Committees and statements of those in high 
authority. We do not say expenditures WILL be but CouLpD be 
held to that figure. Its budget study and recommendations 
have been approved by the NAM Board of Directors, and 
made available to the Congress and Executive Department 
of the national government, as well as to the public. Such 
a budget will be criticized as too high—too extravagant— 
by those demanding greater reduction—and too low and un- 
realistic by those asking more spending. 

Well knowing LARGE additional savings could be made, 
if an informed and forthright public would so demand, and 
that further expenditures can and will be urged, with seem- 
ing military and paternalistic justification, we believe that 
amount amply adequate. ‘These findings represent our 
studied, honest conviction: that all necessary functions can 
be served well within that maximum amount; that the 
necessity for drastic reduction of spending compels the most 
courageous and patriotic action to challenge the social, in- 
dustrial, political, economical and moral catastrophe that 
impends—to salvage and restore the economic strength that 
is our only salvation; and that the economies proposed are 
sound and possible of accomplishment. Time forbids their 
detailed discussion but, believe me, they are reasonable and 
practical. 

If only there were time to tell you of the wilful waste in 
our federal bureaucracy! Certainly a few instances demand 
exposure and will serve as examples. Under inquiry their 
multiplication would shame guinea pigs. 

It is officially declared: 

That, in average federal experience, a routine transaction 
often requires from two to several hundred times the man- 
power or time necessary therefor in the business world. 

That, in the first eight months of 1948, the federal gov- 
ernment added a new worker to its civilian pay rolls every 
three minutes—513 per day. 

That federal civilian employees have increased from 983,- 
000 in 1939 to nearly 2,200,000 now—doubled, plus 200,- 
000. 

That this number could be reduced by at least 500,000, 
as repeatedly asserted by Senator Harry F. Byrd, perhaps 
our best informed statesman and student of governmental 
cost and economy. 

That the Veterans’ Administration is demanding some 90 
additional hospitals, 49 of which are already in the blue 
print stage. Yet it rejects the use of Naval hospital facili- 
ties, presently or soon to be available, capable of accomodat- 
ing 20,000 Veterans. That it is unable adequately to staff its 
existing hospitals, more than 67% of whole beds are now 
occupied by patients receiving treatment for ailments un- 
connected with war service disability. That government hos- 
pital beds cost up to $23,600 each—more than double the 
average cost in non-government metropolitan hospitals. Is 
the Veterans Administration being used as a build-up for 
socialized medical care? 

That three years after World War I, 2.2 million persons 
were receiving regular payments from the federal govern- 
ment, while three years after World War II, 13.4 million 
are receiving such payments—6 times as many. 

That, in subsidizing farm production, tens of millions 
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were spent last year ($170 million in 5 years) to support 
the price of potatoes, while 22 million bushels were thrown 
out to rot and the public paid $2.60 a bushel in the market— 
twice the 1941 price. 

That the government buys potatoes at $1.55 per bushel— 
plus 40c freight—and almost gives them away to be pro- 
cessed into potato flour, at a cost five times that of wheat 
flour. 

That the Department of Agriculture, to dispose of its 
surplus of subsidized potatoes, sells them for Ic a sack to 
buyers who dump the potatoes in the river and sell the sack 
back to the government for 15c. 

That such “spud-dudgery” has so stimulated the produc- 
tion of potatoes as to “threaten” a yield of 491 million 
bushels—41 million bushels over earlier forecasts—about 
100 million bushels more than the planners planned—pre- 
senting a real problem to a government that has already 
bought 65 million bushels of the 1948 crop. Under sub- 
sidized price support production can become a curse or 
worse. 

That $6 million will be spent this fiscal year to support 
the price of “peanuts.” Is it good “gooberment” to rob the 
“piggy banks” of the kiddies at circuses and ballgames? 

That at least $1 billion could be saved if operations of the 
three branches of the Armed Services were actually merged, 
as required by the National Security Act of 1947. But, the 
heads of these branches—because of jealousy, professional 
ambition or false Service loyalty—deliberately evade and 
by-pass the law. 

If such things be true, as can be verified, why is not 
something done about it? Must hundreds of millions—yes, 
billions—of dollars be so squandered? Are our vaunted and 
demonstrated genius and achievement in industry and mass 
production not applicable or available to the processes of 
government? Are we to prove ourselves incapable of self- 
government by the mere failure or refusal to operate free 
government successfully and within our joint ability to pay 
therefor? 

Returning to the plot of the play—the plague—let’s re- 
analyze and re-align the players: the few saboteurs, the 
novitiates, the confused and the ignorant. Conspicuous are 
the pink-tinted nonentities, ambitious personalities and poli- 
tical opportunists, seeking power or plaudits, who encourage 
these dangerous or thoughtless elements with small regard 
for the consequences. Massed in the background is a gul- 
lible public—the people—the lymphatic glands of a Republic 
—sluggish because (dusiness-bound) or hypnotized by the 
fabricated intricacies of our bewildering modern society, 
economy and bureaucracy. 

Here are the sources and ingredients of Socialism—the 









diseased leaders and their spawn, the fellow travelers, the 
reckless and radical seeking power, and the numberless 
crowd standing helplessly by, exposed to if not inviting 
innoculation. 

Between the people and this conglomeration of evil or 
confused intent stand our chosen representatives in gov- 
ernment—from' the high office of chief executive to the 
smallest position in local government—almost entirely good 
men and true—staunch Americans, proud of their heritage 
and eager to preserve it. Attacked and pressured by the 
forces of the lefts, they seek, need and deserve, support from 
the greater forces of the right. Here then is the part of the 
people—of the individuals—of all of us. Only in this sup- 
porting role can we determine whether life shall be comedy, 
drama, or tragedy. 

If only the people could know our country is infested 
with sizable elements who strive to degrade us into Social- 
ism, by government spending, taxation, and inflation—the 
inseparable trinity of tragedy; that it has been done else- 
where and could be done here. If only they realized that 
continued federal spending of present proportions—not to 
mention proposed increases—will surely produce insolvency, 
destruction of private enterprise, confusion and insurrection 
—resulting in some form of Socialism. 

How shall they be told? What a challenge and task for 
teamwork—by these representatives, the people, labor in- 
dustry, agriculture, our entire society—that there may be a 
better tomorrow for everybody—measured in terms of peace, 
progress, humanity and christianity. 

If only there were some way to innoculate the forces 
of right and of reason with the zeal and vigor of the forces 
of wrong and of treason! 

Revering Liberty and abhorring all these “isms,” and 
convinced that is the conviction of the American people, | 
appeal to you and to them, with all the sincerity at my 
command, and with a loyalty to cause and country that 
wells from a devotion for both. Blessed with liberty and 
privileged to live in a land granting to all the greatest 
boom to mankind, the right to work—hard and long, but as 
we will—let’s not lose by default, as so many have and we 
could. To preserve no more than that—the right to live as 
free men—is worth any effort or sacrifice. 

Knowing only those with the will to be free will be free, 
and only those daring to be free deserve to be free, | plead 
to arouse and inspire such will and daring. 

In final warning, then: beware the rodent and the flea. 
Also, beware the flea-bitten citizen. But, first, let’s study 
and practice rodent eradication, and substitute pest control 
for government control, lest government, out of control, in- 
cubate into the pest in control. 


An Economist’s Views in Support of 
a General Manufacturer’s Excise Tax 


By HARLEY L. LUTZ, Professor Emeritus of Public Finance, Princeton University; Tax Consultant, 


National Association of Manufacturers 


Delivered at the Forum on Excise Taxes of the 53rd Annual Congress of American Industry, 


New York, N. Y., 


the case for excise taxes of any sort, the other is the 
case for a general tax as against the present system 
Why have excise taxes at all? The 


: [oe main points are involved in this case. One is 


of selective excises. 





December 3, 1948 


answer is, in brief, that it is not sound fiscal policy to have 
all of the eggs in one basket, which would be the income 
tax basket if excises were abolished. The federal govern- 
ment now obtains 75 per cent of all tax revenues from in- 
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come taxes. This proportion is too high, in view of the 
known instability of income taxes under recession or de- 
pression conditions. A liberal revenue contribution from 
excise taxes is necessary to budgetary stability under vary- 
ing business conditions. And in view of the present public 
debt, we must make every effort to avoid budget deficits 
which would cause a net increase of the debt. National 
solvency is at stake and would be in jeopardy if we were to 
turn our backs on effective tax methods of preventing fur- 
ther debt increase. 

A further reason for advocating a substantial place for 
excises in the federal tax system is that it would make pos- 
sible additional reductions of the income taxes, particularly 
and foremost, the individual income tax. I am not inter- 
ested in more excise tax revenue merely to provide more 
money to be spent. It is, fundamentally, a question of chang- 
ing, in part, the basis of the tax obligation from the receipt 
of income to its spending. A readjustment in the direction 
of less emphasis upon the getting of income as the basis of 
taxation is necessary to release the incentives to get income, 
which means the incentives to engage in all of the varied 
economic activities and services that contribute to produc- 
tion—work, saving and investment, assumption of risks, 
managerial responsibility. These incentives are operative 
throughout the range both of personal capacity and of in- 
dividual incomes. They apply as well to the average wage 
earner as to the highest paid executives. It is particularly 
significant, however, that the existing high rates of tax on 
the middle and larger incomes impair both the incentive 
and the capacity to provide equity or venture capital in the 
volume demonstrated to be necessary for the maintenance 
of high level production, employment, and income. In my 
opinion, an increase of “take-home” pay through reduction 
of income taxes is a more powerful incentive to work and 
to spend than can be provided through excise concessions 
which involve, as an alternative, a severe shrinkage of the 
take-home pay under heavy income taxes. 

As long as the federal revenue requirements stand at, or 
anywhere near, the present level, it is futile to talk, as some 
have done, about eliminating the bulk of the excises and 
also reducing income taxes. Such programs ignore the facts 
of life by assuming that all necessary revenues can be se- 
cured by taxes on corporate incomes and the larger indi- 
vidual incomes. Let me illustrate these often ignored facts 
of life. Corporation profits in 1947, after inventory infla- 
tion adjustment, were $24.7 billion. Total individual sur- 
tax net income in the income classes from $10,000 up was 
estimated by the Treasury to be $18.5 billion. The sum of 
these kinds of income is $43.2 billion without adjustment 
for the double counting of dividend income. The revised 
estimate of federal expenditures in fiscal year 1949 is $42.2 
billion. Complete confiscation of all corporate income, and 
ot all surtax net income in the income classes of $10,000 
and above would fall far short of covering the budget, 
bearing in mind that individual incomes would be less by 
the amount of the dividends confiscated at source. 

I have long since come to the conclusion that the income 
tax is not the best instrument for the taxation of small 
incomes. An excise or sales tax is far better for the purpose. 
Naturally, I am not unmindful of the principal theoretical 
objection, which is the alleged “regression” of such taxes. 
This means that the excise or sales tax on a given purchase 
is a larger part of a small income than it would be of a 
large income. This argument is used only against taxes 
which the contestant does not happen to like. It is seldom 
invoked against the liquor and tobacco taxes, or the gasoline 


tax, or the local property taxes. More serious still, it is 
never invoked against the whole system of market prices, 
yet the price of any given article will always represent a 
larger part of a small than of a large income. The total 
expenditure of the American people for goods and services 
in the first quarter of 1948 was at an annual rate of $172.3 
billion. By this “regressive” spending we provided employ- 
ment for some 54 million privately employed workers. We 
use taxation to provide employment for some 6 million fed- 
eral, state, and local public employees. If a system of re- 
gressive market prices operates so well in our private affairs, 
how can a tax system which is allegedly regressive in cer- 
tain elements be so wrong and so bad for our public affairs? 

My conclusion to this point is that there should be sub- 
stantial reliance upon excise taxes for the federal revenue. 
By “substantial” I mean an amount well above the $7.5 
to $8 billion now collected, as long as we have budget totals 


of $40 billion or more. 


What kind of excise tax system? As to the kind of excise 
tax system to be used, we have a choice between the present 
system of selective excises, possibly supplemented by adding 
other classes of goods to the taxable list, and a general, 
across-the-board excise. To simplify the issue, let us assume 
the exclusion of foods and food products, and also that there 
will be special taxation of alcoholic beverages and tobacco. 


Granting my major premise that there should be a larger 
excise tax revenue, there are, to my mind, evident advan- 
tages from a general, uniform rate of excise tax. It would 
remove the discriminations among products and among 
classes of consumers which are a serious ground for objec- 
tion against the present system. It would distribute the 
load of the tax over a much broader base and would permit 
the use of a moderate rate on all taxable products. It 
would add to the stability of the excise tax yield. 


In many respects, the retail level would be the best point 
of tax levy. But at least two-thirds of the states now have 
retail sales taxes, and federal duplication would give rise 
to violent complaint against federal seizure of an important 
source of state revenue. The alternative is a tax at the final 
stage of the manufacturing process. There would be no 
obvious federal duplication or encroachment at this level. 
Administration would be more simple at the manufacturing 
level in that, according to Department of Commerce esti- 
mates, there are some 319,000 manufacturing establishments 
as against 1,766,000 retail outlets. General administrative 
supervision of the tax would evidently be a smaller task at 
the manufacturing than at the retail level. 


The tax paid by the final manufacturer would enter into 
factory costs except under intensely competitive conditions. 
Subsequent dealer price mark-ups would be based on cost 
plus tax. But it should be noted that all other taxes paid 
by manufacturers, with the possible exception of the net 
income tax, are now in the factory cost and in the mark-up 
base, and also the taxes paid by wholesalers and retailers. 
To some extent the present excise taxes collected from man- 
ufacturers may also be in the mark-up base. The general 
manufacturers excise would not, therefore, be a completely 
new departure. 


Let me conclude by emphasizing again that the most im- 
portant consideration is that of broadening the federal tax 
base, stabilizing the revenues and hence the budget, and 
making possible a shift of the tax obligation in some degree 
away from the getting of income in order to build and 
strengthen the economy by releasing the tax brakes on the 
incentives to do the things which result in the getting of 
income and in its fruitful application. 
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Reasons for Preferring Taxes on Selected 


Commodities to a Tax on All Manufactures 


By C. LOWELL HARRIS, Assistant Professor of Economics, Columbia University 


Delivered at the Forum on Excise Taxes of the 53rd Annual Congress of American Industry, 
New York, N. Y., December 3, 1948 


UR fiscal choices are difficult and unpleasant. For the 
coming fiscal year it looks as if the needs of the Fed- 
eral budget will call for higher tax rates rather 

than permit further reductions, especially if inflation is to 
be checked. And for as far ahead as we can see, revenue 
demands will be very heavy. 

The purpose of this panel is to compare one set of broad 
alternatives—to look at one question: Would it be better 
for the Federal government to abolish the two-score levies 
on special commodities and services and recoup the $4 bil- 
lion revenue thus sacrificed by imposing a general manu- 
facturers’ sales tax? The excises on liquor and tobacco, I 
understand, are not under consideration. Also excluded, I 
presume, are the protective tariff and the primarily regu- 
latory taxes on such things as opium, firearms, oleomarga- 
rine, and sugar. 

For several important reasons selected excises seem to 
me somewhat better than a general tax on manufactures. 
Before giving my reasons, however, I should like to record 
my conviction that over the long run greater relative im- 
portance should be placed on the personal income and estate 
taxes and that less rather than greater weight should be 
placed on commodity and business taxes. For the next year 
or two I suggest that needed additional revenue be ob- 
tained from postal rates that cover costs, from higher social 
security taxes, from closing loopholes in income and estate 
taxes, and from more thorough administration. I also want 
to say that a few of the present commodity and service 
taxes seem to me very bad, notably the taxes on transpor- 
tation. Yet the general body of commodity taxes seem less 
bad than a general tax on manufactures. I shall summarize 
briefly six specific arguments. All are aspects of the funda- 
mental reason—that reason (intelligence) can be employed 
more clearly and effectively in this major area of public 
policy when specific rather than general taxes are imposed. 

1. It is natural for all of us to want to see more of the 
total tax load shifted to the other fellow. Yet we know 
that there are millions who by any decent standards of hu- 
manity should not be forced to pay higher taxes. Specific 
taxes are generally imposed on items not widely consumed 
by these poorest groups. Basic public policy should not be 
directed toward lowering the living standards of the very 
poor. A general tax on all manufactures, however, would 
fall to a larger extent upon persons to whom none of us 
could decently say, face to face, “You should pay more in 
taxes.”* Obtaining sales tax revenue from purchasers of 
autos, radios, and jewelry will produce a less deplorable 
distribution of the burden. As a matter of long-run policy, 
moreover, specific taxes are probably less ominous on this 
score than a general tax which, if once imposed, might be 
more difficult to remove. 

2. Another advantage of selected as against general sales 
taxes is that the items can be chosen with some view to 
their importance in parity price formulas and the consumer 
price index. A general manufactures tax would add to 


* JI do not defend other public policies which have the same effect, 
notably some phases of the agricultural and labor policies. 





prices generally and thus tend to strengthen demands for 
further wage-rate increases and automatically boost the 
level at which farm prices are to be supported. A system 
of selected excises, however, can be devised that will have 
much less such effect for a given amount of revenue. 


3. Pyramiding of a general tax on manufactures is to be 
expected. A tax imposed early in the production process is 
likely to add more than its own amount to the final selling 
price. The consumer suffers more than the government 
benefits. Selected excises imposed early in the production 
process are subject to the same criticism. But selected ex- 
cises can be imposed late in the production process; they 
can be imposed at the retail level where pyramiding will 
be at the absolute minimum. This is done, for example, in 
the Federal excise on furs, jewelry, luggage, and toilet 
preparations. This important question of pyramiding de- 
serves more consideration than the time now available will 
permit. The verdict, however, seems to me clearly to favor 
a system based on selected items—largely excluding capital 
goods—and against a general tax on manufactures. 


4. Use of the rifle rather than the shotgun method of 
selecting items to serve as the base for taxing consumers 
permits deliberate direction of consumption away from lines 
of anticipated shortages. In 1941, for example, it seemed 
clear that conversion to war production would create short- 
ages in some items, though many others might not be af- 
fected. Where shortages loomed, prices were likely to rise 
even though costs might not. The higher prices would 
give profits far above the competitive level, profits which 
would serve no useful purpose in guiding production or 
paying for risk. Under such conditions, it seems only logi- 
cal for the government to levy a tax on the particular items 
and absorb some of the difference between the extra price 
due to the temporary shortage and costs. At the present 
time this argument would seem to apply strongly to auto- 
mobiles and less clearly to other items. Moreover, it may 
be that as armament pressures increase the civilian output 
of a few types of goods will have to be cut. The imposition 
of special taxes in such cases seems to be a logical way to 
restrict consumption by raising the price to the consumer 
and channeling the increase to the Treasury. A general 
tax would place equal burdens on manufacturing industries 
regardless of capacity, demand, or earnings position, A 
general tax cannot be used to direct the general use of the 
community’s resources. Selected taxes provide at least a 
crude tool for directing the allocation of resources. 


5. Nearly one-third of the Federal commodity tax rev- 
enue excluding liquor and tobacco tax proceeds falls on 
motorists and truckers. At the moment this revenue is 
greater than Federal expenditures on highways. Yet as a 
matter of principle these taxes find strong justification in 
the benefits their payors obtain directly from Federal out- 
lays. Although other Federal excises may not be defended 
on similar grounds, this argument supports convincingly one 
important segment of the present system. A general manu- 
factures tax would not find such direct justification in 
special benefits. 
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6. Finally, a few selected excises are much easier and 
cheaper to administer well than a tax on all manufactures. 
For the business world as a whole compliance is vastly less 
of a burden. Administration is to be discussed by others on 
the program. The problems are more complex than often 
assumed, especially if any effort is made to exempt any 
iterns such as articles for export, items for purchase by 
state and local governments or philanthropies, or special 
types of items such as capital goods or medical supplies or 
possibly food. Suffice it for me to say that good adminis- 
tration of a general tax on manufactures would require a 
large increase in the personnel of the Bureau of Internal 
Revenue. It is much easier to keep track of a few hundred 
gasoline refineries or radio factories than thousands of food 
processors, clothing manufacturers, or newspaper ‘printers. 
Drawing lines between manufacture and other types of 
economic activity is apt to be more troublesome than might 
he expected. A system of selected taxes can be built to 
eliminate many such problems. 


I shall not go into other comparisons—the completeness 
with which different taxes can be shifted to consumers, the 
relative effects in a period of business recession, the rela- 
tion of Federal to state and local finance, etc. Time limits 
make it impossible to develop the rather complicated and 
necessarily tentative lines of reasoning. Where a fairly re- 
liable basis for judgment exists, however, the balance seems 
to favor selected as against general excises. 

The present structure of Federal commodity and service 
taxes is far from ideal. Yet, for the reasons I have given I 
believe that it would be a mistake to shift from the present 
system to a general sales tax on all manufactures. For the 
long run I should hate to see an increase in the emphasis 
on Federal commodity and service taxes. But there seems 
little practical possibility of any substantial reduction in the 
total level of such taxes in the near future. Policy should 
be directed, therefore, toward improvement in the system 
of selected taxes, not toward their replacement by a general 
tax on all manufactures. 


A Businessman’s Views in Support of a 
General Manufacturer’s Excise Tax 


By LOTHAIR TEETOR, Chairman of the Board, Perfect Circle Corporation 


Delivered at the Forum on Excise Taxes of the 53rd Annual Congress of American Industry, 
New York, N. Y., December 3, 1948 


NY change in our present tax law should meet the require- 
ment of producing the greatest good for the greatest 
number. Over the years this requirement of the good 

society has had many and varied interpretations in our tax law. 
Until the great depression, no responsible leading group or 
political party contended that the general good would be 
served by confiscatory taxes in the middle and upper income 
brackets. Then, under the banner of redistributing the 
wealth—and with the support of economic quacks teaching 
the Marx-Stalin doctrine of decadent capitalism—our na- 
tional tax policy became openly and avowedly one of soak- 
ing the rich, “the rich” apparently being anyone who earns 
more money than the demagogues who dictated the policy. 
No one could argue seriously when the war compounded 
this error—but we could and did look for a return to fiscal 
and tax sanity when the war was over. Confirmation, if 
that were needed, of the impact of- high income and profit 
taxes on capital formation was provided by an NAM study 

a study, by the way, which has not to this day been seri- 
ously disputed. 

However, in the three years since the war, we have wit- 
nessed a great paradox. Men and groups who had given our 
free enterprise system up for lost now again see it as the 
world’s best. You would think then that they would re- 
examine the policies spawned in the concept of “idle savings” 

-but no! With tax rates, incomes, and profits far exceeding 
those in the Thirties, we give to understand that these are 
the only two sources to be considered for even higher levels. 

Our present national tax policy either blocks the way to 
continued progress and prosperity in this nation—or it 
doesn't. If we believe it does, that it will cause dry rot to 
set in and gradually destroy our free economy if an abrupt 
collapse does not take place, then now is no time to seek com- 
promise or deal in political expediency. Not only must we 
oppose any further tax encroachments on capital formation 

we must propose ways and means of lightening the present 


burden regardless of budget levels. That simply means new 
taxes—or a new tax—at some other point in the tax system. 

In studying various kinds of new taxes, the advantages of 
a uniform and universal manufacturer’s excise tax appear 
to be outstanding and worthy of our serious consideration. 

First, we should understand—and state frankly—that the 
principal purpose of such a tax would be to enable lightening 
the tax burden on income which otherwise would be saved 
and invested. It is clear that the necessity for doing this 
is the primary point which must be sold. 

As is indicated by the capital formation study, and is now 
confirmed in the equity markets, the kind of capital in short- 
est supply today is venture capital. Historically, and neces- 
sarily, because of the risk involved, such capital must largely 
come from incomes of over $10,000 a year. It is estimated 
that something like half of the additional savings made pos- 
sible by tax reductions on incomes over $10,000 would become 
available as venture capital, whereas only a negligible portion 
of savings from incomes under $10,000 would be available 
in this form. 

It is true that this year the nation is running close to its 
historic rate of capital formation. This has been possible 
only because corporations have held on to a disproportionate 
amount of their earning and have borrowed abnormal 
amounts from banks to provide additional fixed and working 
capital. It is also disturbing that most of the expansion 
has occurred in established concerns, rather than in the 
formation of new businesses. It seems clear that the sands 
are running out, and that in the not distant future business 
will either have to finance more of its expansion with new 
venture capital, or expansion itself will slow down. 

Second, a general manufacturers excise tax would replace 
the present “hit and miss” excise taxes that are causing so 
much discontent and controversy within industry and be- 
tween industry and government. 

It is no secret that our present schedule of excise taxes 
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is quite unpopular with those businessmen, the sale of whose 
products or services are affected adversely. Extremely high 
rates are assessed against some products and services, whereas 
relatively low rates are assessed against others, with many 
products being exempt from excise tax altogether. 

Probably no two experts would ever agree on the list of 
goods to be taxed or the rates which should apply, no mat- 
ter how carefully and conscientiously the decisions were 
made. Industries which are the victims of high rates charge 
discrimination and no one can be sure that their claim is 
not justified. 

In time of war there may be good reason for discour- 
aging the sale of non-essential goods by assessing high ex- 
cise taxes. In peace times, however, it can be effectively argued 
that it is not a proper function of government to use its 
taxing authority in such a way as to either encourage or 
discourage the sale of one product or service over some other 
product or service. A uniform general excise tax is the 
only solution to this knotty problem, as long as there is 
any reason for substantial excises. 

Third, it would provide a tax that few people could 
avoid. One of the evils of our present income tax is the 
demonstrated fact that it cannot be collected equitably and 
fairly from all segments of our population. Large groups of 
people find it relatively easy to avoid the payment of their 
fair share of income tax, whereas those whose incomes are 
derived from salaries, wages and investments are forced to 
pay in strict accordance with the law. This condition has 
placed a disproportionate share of tax on those who work in 
industry and those who normally provide the capital for 
industry. 

Perhaps it is impossible to eliminate this weakness of the 
income tax. The fact that the evil exists in sizeable pro- 
portion, however, emphasizes the need for a tax that every- 
one will pay and no one can avoid, even in part. 

Fourth, a general manufacturers’ excise tax is probably 
the cheapest tax to collect and the easiest for the taxpayer 
to compute. Two methods of collection are suggested, each 
method avoiding duplication of tax. One method is that 
used by Canada, as outlined by Mr. McCormick, where the 
total tax is collected from the manufacturer who sells the 
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finished product. No tax is collected from those firms who 
provide the component parts. Another method is to collect 
tax from every manufacturer for the value he adds to the 
product he sells. Whatever method is used, it seems evident 
that there is no serious administrative barrier to the appli- 
cation of the tax. 

Preliminary estimates indicate that a general manufac- 
turers’ excise tax of 8 per cent, applicable to all products 
except food, tobacco and alcoholic beverages would yield 
about $7.0 billion. This would provide $5 billion over and 
above present excise revenues on manufactured goods and 
permit reductions of that amount in income taxes. 

Summarizing, a manufacturers’ excise tax does not penal- 
ize success; neither does it destroy incentives. The desire 
to work, to save, to invest, to risk, is not impaired by the 
imposition of this tax. 

A tax that is uniform in percentage for all manufacturers 
does not change the competitive position of any individual 
company or industry. With every manufacturer paying the 
same percentage of tax, each one remains in the same ad- 
vantageous or disadvantageous spot that be occupied before 
the tax was added. Such a tax would bring much needed 
relief to Arnerican business, plagued as it is with variable 
rates and problematical exemptions. 

A manufacturers’ excise tax is paid by everyone in direct 
relation to the value of manufactured goods one purchases. 
The base is as broad as a general sales tax, yet it does not 
invade the field of retail sales taxes which is a source of 
revenue that should be reserved for the states. 

The broad base of manufacturers’ sales makes the tax 
stable for revenue with a minimum of fluctuation between 
good times and bad. And last, it would be a cheap and easy 
tax to collect because the computation is simple and the 
number of taxpayers is relatively few. 

I conclude therefore by urging that manufacturers and 
their associations give serious consideration to a general 
manufacturers excise tax in lieu of the present hodge-podge 
system. When and if such a tax is adopted, with accom- 
panying substantial reduction in the individual income tax, 
our free economic system will again be in a position to 
maintain its necessary and historical rate of growth. 


By ARTHUR R. KAISER, Manager, Tax Department, Sears Roebuck and Company 
Delivered at the Forum on Excise Taxes of the 53rd Annual Congress of American Industry, 


I. 
GovERNMENT EXPENDITURES 


I am opposed to the imposition of more government taxes 
of any kind, on the general principle that the government 
is already spending too much. Why should the expendi- 
tures for “general government” for the year ended June 
30, 1947 be $1,483 million when in the year ended June 30, 
1941 for the same purpose it was only $398 million? We 
all know that we did not have an economic administration 
in 1941. The term “general government” includes the cost 
of legislative, judicial, executive, and management functions 
and retirement fund for civilian employees, etc. 

Why do we need 29 government agencies engaged in lend- 
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ing; 34 in acquiring land when one-fifth of the land area of 
the United States is already owned by the government; 75 
dealing with transportation; 16 involved with wild life 
preservation ; 12 working on home and community planning ; 
28 engaged in welfare; 14 devoting time to forestry; and 
65 spending time gathering statistics ? 

Why do we need so much cost of farm and business sub- 


sidies which in 1929 totaled $85 million? In 1937 $465 


million was spent; for the year ended June 30, 1945 it in- 
creased to $1,615 million, and for the year ended June 30, 
1948 it was about $1,380 million. The administration in 
all its extravagance in 1940 managed to find jobs for only 
1,014,000 civilian employees, but today the number has in- 
creased to over 2,200,000. 
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Government expenditures should be confined to the “bread 
and butter” items—the “sweets” should be cut out. Gov- 
ernment has reached the point where it costs far too much, 
spends far too much, goes into debt too easily and for too 
much, and taxes too much. 


Il. 
Neep For Feperat Excise Tax 
In these times of very heavy federal expenditures, I feel 
that there is a definite need of retaining the excise tax in 
our present budget structure, but when expenditures are 
greatly reduced, as they must be, then eventually the fed- 
eral government should get out of the excise tax field. 


II]. 
No Neep For New TAxEs 

We already have too many taxes without adding any 
new ones. Generally, every time we adopt a new principle 
or theory of taxation, the government gets its “foot in the 
door.” ‘The tax is generally indicated for a limited period 
of time at a low rate. The next thing we know this tax is 
extended indefinitely and the rates are gradually increased. 
‘The present excise taxes are a good example of this. Many 
of the present excise taxes were imposed during the depres- 
sion when revenues from other sources had dropped. With 
the advent of the war, additional excise taxes were imposed, 
including the retailers’ excise taxes, and the rates of many 
of the existing excise taxes were increased. Each time addi- 
tional excise taxes were imposed or rates were increased the 
same revenue act which imposed the new taxes or the in- 
creased rates contained provision for their termination. Such 
new taxes or increased rates were intended to be only tem- 
porary. However, as time passed, and the need for addi- 
tional revenue became apparent, the provisions for reduction 
in tax rates, and the provision for the repeal of certain 
excise taxes were themselves repealed. At present, no pro- 
vision exists in the Internal Revenue Code for the elimina- 
tion or reduction of any of the existing excise taxes. 


IV. 


A Generac Excise Tax IMposes Too HEavy A BurDEN 
ON THE MASSEs 

The burden of taxation on the masses is already heavy 
through the medium of such taxes as state sales tax, social 
security taxes, real and personal property taxes, the federal 
income tax and many federal excise taxes in both the manu- 
facturing and retail fields. “The excise tax on transportation 
of property hits everybody, and the excise tax on necessary 
household appliances, such as refrigerators, toasters, electric 
irohs and stoves is a tax not on luxuries but in our economy 
on necessities. A general excise tax at a low rate would 
impinge more sharply on the lower income group,—those 
who are least able to bear the tax burden. 


_f 
DUPLICATION OF TAXES 

The excise tax is nothing more than a sales tax with a 
fancy name. We already have 31 states imposing a sales 
tax in one form or another. In addition to this there are a 
number of large cities, such as Denver, New Orleans, New 
York City, Syracuse, and Buffalo besides nearly every city 
in California, imposing a sales tax. This will spread. If 
the government enacts a general excise tax it will be just 
another case of the federal government invading the tax 
field of the state and local governments. I have always held 
that in normal times the federal government should not 
impose a sales tax of any kind except the long-standing and 
traditional tax on liquor and tobacco; and should leave the 
sales tax field to the states. This should be the long-range 


objective. We should not go from an excise tax on specific 
items to a general excise tax. 


VI. 
Tax CONSCIOUSNESS 
Manufacturers’ excise taxes are insidious; they are a 
means by which the government can drain large amounts 
of tax from the people without most of them being aware 
that they are paying the tax. It is not a direct tax like 
the income tax. Inasmuch as the tax is buried in the cost 
of the article, the average person is unaware that he is 
paying a tax. The basic principles of a good system of taxa- 
tion require that the citizen should be aware of the taxes 
he is paying. All who enjoy the privilege of American 
citizenship should bear some of the burdens of that privilege. 
Privileges compel responsibilities. It would have a tendency 
to make them better citizens. All the people of the United 
States should be kept conscious of our fiscal and economic 
problems. They would then take more interest in good 
government. Hiding the tax from them destroys this con- 
sciousness. 
Vil. 


Excise Tax SHouLp Be ImMposep On Luxurigs 
RATHER THAN ON NECESSITIES 


The present basic principle in excise taxes is that the 
excise tax is imposed on those commodities and services that 
can best stand the burden, and, at the same time, do the 
least harm to the economy. An example of this is the excise 
tax on liquor and tobacco, and the retail excise tax on 
jewelry and furs. 

It is undoubtedly true that many items taxed as luxuries 
are, in truth, necessities. One of the outstanding examples 
is the tax on transportation of property. This tax impinges 
on every branch of our economy and every living individual, 
and increases the cost of every commodity. We certainly 
cannot consider refrigerators, stoves and other household 
utilities as items of luxury, nor is the use of the telephone 
and telegraph in the luxury class. These are not in the 
same class with the tax on jewelry, furs, admissions, tobacco 
and liquor. The excise tax on necessities should be elimin- 
ated as soon as it is practical to do so. 


VIII. 
PyRAMIDING oF Excise TAXES 


The manufacturers’ federal excise taxes may be pyramided 
on items which go through an integrated process of manu- 
facture. Most commodities are also handled by distributors, 
wholesalers, and retailers. Therefore, when the manufac- 
turers’ excise tax is imposed each step of our distributing 
process adds the tax to its cost, and then adds the markup 
percent to the cost of the commodity, plus the tax. If we 
have only three exchanges from the raw material to the 
consumer, and the markup is 25 percent, an excise tax of 
$1.00 increases to $1.95 when it is sold to the consumer. 
If the markup is 33% percent, an excise tax of $1.00 in- 
creases to $2.57. In this case you will note that the final 
consumer is penalized not only for the tax but for 100 per- 
cent to 150 percent in addition to the tax. The government 
receives no benefit from this additional burden on the con- 
sumer. 


IX. 
How Do Excise TAxes AFFect SALES? 

Those who advocate the imposition of the general excise 
tax have argued that the present selective excise tax re- 
sults in a reduction of sales on those items on which the 
tax is imposed. They argue that an excise tax on all items 
would be so small that it would not result in a decrease 
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in sales, and in any event would not be detrimental to one 
line of merchandise as compared to all lines. There is reason 
to disagree with this position. There is no doubt that any 
tax affects the sale of commodities since the tax reduces 
purchasing power. In this respect, the tax which most af- 
fects the sale of commodities through reduction of pur- 
chasing power is the income tax. There does not seem to 
be any evidence that excise taxes contribute to a decrease in 
sales of only the items on which excise taxes are imposed. An 
increase or decrease in sales of any article is generally 
brought about by a number of factors, rather than any one 
single factor. 1 would like to know how much the excise 
tax hurts the sale of liquor and tobacco and other com- 
modities subject to the excise tax. 

The federal and state excise tax on liquors is about 40 
percent to 45 percent of the retail sales price. The sales 
of liquors in the third quarter of 1948 exceeded the sales 
in the preceding quarter and in the corresponding third 
quarter of 1947. On cigarettees the federal and state tax 
is about 50 percent of the retail sales price. The sales in 
the third quarter of 1948 were more than in the preceding 
quarter but slightly below the corresponding third quarter 
of 1947. The sales on jewelry, luggage, toilet preparations, 
sporting goods and admissions (all of which are subject to 
the excise tax) for the third quarter of 1948 were above 
both the preceding quarter and the corresponding third 
quarter of 1947, whereas the reverse is true for radios, 
automobiles and furs, all three of which are also subject 
to the excise tax. What conclusion can be drawn? 

It is interesting to note that for the year 1947 the sales 
of stoves, heaters, electric refrigerators, radios and phono- 
graphs—all of which are subject to excise taxes—had a much 
larger percentage of increase in volume of sales over 1946, 
than other big ticket items which do not carry an excise 
tax, such as furniture, floor covering, washing machines, 
ironers, deep freezers, farm equipment, sewing machines, 
etc. Why? There are evidently influences affecting the 
sales of articles other than the excise tax, as indicated be- 
low: 

(a) During and immediately following the war, people 
had a lot of money to spend. They could not buy 
automobiles or refrigerators, so they spent their 
money on jewelry and furs. 

(b) Many hard line commodities were not available 
then; when they became available, the people 
switched the source of their expenditures from such 
commodities as jewelry and furs to refrigerators, 
automobiles, electric appliances, etc. 

(c) Their demand for jewelry and furs was substan- 
tially satisfied before the other articles came on the 
market, so they directed their expenditures to other 
articles. 

(d) Sales of radios, tires and tubes, all of which are 

taxable, are going down as the demand has been 
greatly diminished because of the fact that so many 
people have satisfied their needs of these com- 
modities. 
There seems to be no definite pattern by which 
anyone can claim that the excise tax in itself is a 
deterrent to sales. Many other economic factors 
evidently have more of a bearing on the sales pat- 
tern than the excise tax. 


For the reasons above stated, I do not believe that it can 
be argued that a general manufacturers’ excise tax is better 
for the national economy than a selective excise tax, but 
rather the long range objective should be to reduce the 
rate of the selective excise taxes. 
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